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REVENUE ACT OF 1951 


THURSDAY, JUNE 28, 1951 


CoMMITTEE ON FINANCE, 
UniTeD STaTES SENATE, 
Washington, D. C. 

The committee met pursuant to call, at 10 a. m., in room 312, 
Senate Office Building, Senator Walter F. George (chairman) pre- 
siding. 

Present: Senators George (chairman), Connally, Byrd, Johnson, 
Hoey, Kerr, Millikin, Taft, Butler, Williams, and Flanders. 

Also present: Elizabeth B. Springer, chief clerk. 

Appearing for Treasury Department: John S. Graham, Assistant 
Secretary; Thomas J. Lynch, general counsel, and members of the 
staff. 


Appearing for Joint Committee on Internal Revenue Taxation: 
Colin F. Stam, chief of staff. 

On behalf of the Bureau of the Budget: Mr. Elmer B. Staats, 
Assistant Director; Donald B. MacPhail, Legislative Reference Divi- 
sion; and Samuel M. Cohn, Fiseal Analysis Division. 

The CHatrMAN. The committee will come to order and the formal 
hearings on H. R. 4473, public hearings, are now under way, 

(The text of H. R. 4473 follows:) 


[H. R. 4473, 82d Cong., Ist sess.] 
AN ACT To provide revenue, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That (a) SHorr Tirte.—This Act, divided into 
titles and sections according to the following table of contents, may be cited as 
the ‘‘Revenue Act of 1951’: 


TABLE OF CONTENTS 
TitLE I—INCREASE IN INCOME TAX RATES 


PART I—INDIVIDUAL INCOME TAXES 

Sec. 101. Defense tax. 

(a) Increase in rate of tax. 

(b) Amendment of section 12 (b). 

(c) Limitation on tax. 

(ad) Technical amendments. 
Sec. 102. Individuals with adjusted gross income of less than $5,000. 
Sec. 103. Computation of tax in case of certain joint returns. 
Sec. 104. Effective date of part I. 


PART II-—CORPORATION INCOME TAXES 


Sec. 121. Increase in rate of corporation normal tax. 
(a) Amendment of section 13. 
(b) Maximum tax. 
(c) Mutual insurance companies other than life or marine. 
(d) Regulated investment companies. 
(e) Business income of certain section 101 organizations. 
(f) Technical amendments. 

Sec. 122. Credits of corporations. 
(a) Dividends received credit. 
(b) Credit for dividends paid on certain preferred stock. 
(c) Western Hemisphere trade corporations. 

Sec. 123. Surtax exemptions and certain credits of related corporations 
(a) Limitation on surtax exemption in the case of related corporations, 
(b) Insurance companies. 
(c) Minimum excess profits credit. 
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PART II—CORPORATION INCOME TAXES—Ccontinued 


Computation of alternative capital gains tax. 

(a) Alternative tax. 

(b) Effective date. 
Effective date. 

PART [II—FISCAL YEAR TAXPAYERS 

Fiscal year taxpayers. 

(a) Amendment of section 108. 

(b) Computation of excess profits tax. 

(c) Technical amendments. 


TITLE II—WITHHOLDING OF TAX AT SOURCE 
PART I—WITHHOLDING OF TAX AT SOURCE ON DIVIDENDS, INTEREST, AND ROYALTIES 


Collection of income tax at source on dividends, interest, and royalties. 
Credit for tax withheld 
Credits in case of organizations exempt from tax. 
Technical amendments. 
(a) Tax computed by collector. 
(b) Requirement of declaration of estimated tax. 
(c) Credit under section 143. 
(d) Credit under section 144. 
(e) Information at source. 
(f) Information by corporations. 
(z) Clerical amendment. 
(h) Amount of credit considered as payment. 
(i) Special period of limitations for small refunds on tax withheld at source. 
(j) Presumptions as to date of payment. 
(kK) Interest on overpayments. 
(1) Definition of withholding agent. 
(m) Effective date. 


PART II—INCREASE IN WITHHOLDING OF TAX AT SOURCE ON WAGES 


Percentage method of withholding. 

Wage bracket withholding. 

Additional withholding of tax on wages upon agreement by employer and employee. 
Effective date. 


TiTLeE ITI—MIscELLANEOUS INCOME TaX AMENDMENTS 


Tax treatment in case of head of household. 
(a) Surtax in case of head of household. 
(b) Effective date. 
Expenditures in the development of mines. 
(a) Deduction of expenditures. 
(b) Adjusted basis for determining gain or loss upon sale or exchange. 
(c) Technical amendment. 
(d) Effective date. 
Gain from sale or exchange of taxpayer’s residence. 
(a) Nonrecognition of gain in certain cases. 
(b) Technical amendments. 
(c) Effective date. 
Percentage depletion. 
(a) Allowance of percentage depletion. 
(b) Technical amendment. 
(c) Effective date. 
Capital gains and losses. 
(a) Treatment of long-term capital gains and losses. 
(b) Alternative tax. 
(c) Technical amendments. 
(d) Effective date. 
Sales of livestock. 
Tax treatment of coal royalties. 
(a) Definition of property used in the trade or business. 
(b) Gain or loss upon certain disposals of timber or coal. 
(c) Clerical amendment. 
(d) Effective dat 
Collapsible corporations 
(a) Definitions with respect to collapsible corporations. 
(b) Limitations on application of section 117 (m). 
(c) Effective date. 
Dealers in securities—capital gains and ordinary losses. 
Treatment of gain on sales of certain property between spouses and between an individual and a 
controlled corporation. 
(a) Disallowance of capital gain treatment. 
(b) Effective date. 
Life insurance companies. 
(a) Reserve and other policy liability credit for 1951. 
(b) Effective date. 
Tax treatment of certain investment companies. 
(a) Inclusion of certain registered management companies in the definition of regulated 
investment company. 
(b) Technical amendment. 
(c) Effective date. 
Family partnerships. 
(a) Definition of partner. 
(b) Allocation of partnership income. 
(c) Effective date. 
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TITLE IV—ExXcisE TAXES 
PART I—TAX ON ADMISSIONS AND CABARETS 


See. 401. Removal of tax on free admissions, 
Sec. 402. Exemptions from admissions tax. 

(a) Reinstatement of prewar exemptions. 

(b) Amendment of section 1701 (a). 

(c) Admissions to municipal swimming pools, etc. 
Sec. 403. Effective date of amendments relating to admissions. 
Sec. 404. Tax on cabarets, roof gardens, etc. 

(a) Ballrooms and dance halls. 

(b) Effective date. 

PART II—TAX ON CIGARETTES 

Sec. 421. Tax on cigarettes. 

(a) Increase in rate. 

(b) Effective date, 
Sec. 422. Floor stocks tax on cigarettes. 


PART III—RETAILERS’ EXCISE TAXES 
Sec. 431. Tax on lighters. 
Sec. 432. Retailers’ excise tax on toilet preparations. 
(a) Baby oils, etc. 
(b) Sales to barber shops, etc. 
Sec. 433. Effective date of part III. 
PART IV—DIESEL FUEL 


Sec. 441. Diesel fuel used in highway vehicles. 
(a) Imposition of tax. 
(b) Effective date. 
PART V—LIQUOR 


Sec. 451. Increase in tax on distilled spirits from $9 to $10.50 per gallon. 
(a) Distilled spirits generally. 
(b) Imported perfumes containing distilled spirits. 
(c) Floor stocks tax. 
Sec. 452. Wines. 
(a) Increase in rate of tax. 
: (b) Floor stocks. 
Sec. 453. Fermented malt liquor. 
(a) Increase in tax on fermented malt liquors from $8 to $9 per barrel. 
(b) Floor stocks tax. 
Sec. 454, Clerical amendment. 
Sec. 455. Effective date of part V. 
PART VI—OCCUPATIONAL TAXES 
Sec. 461. Dealers in liquors. 
(a) Wholesale dealers in liquors. 
(b) Retail dealers in liquors. 
(c) Wholesale dealers in malt liquors. 
Sec. 462. Drawback in the case of distilled spirits used in the manufacture of certain nonbeverage products. 
(a) Drawback. 
(b) Effective date. 
(c) Technical amendment. 
Sec. 463. Tax on coin-operated gaming devices. 
Sec. 464. Tax on bowling alleys and billiard and pool tables. 
(a) Increase in rate. 
(b) Clerical amendment. 
Sec. 465. Effective date of part VI. 
PART VII—WAGERING 
Sec. 471. Wagering taxes. 
(a) Imposition of taxes. 
(b) Technical amendment. 
Sec. 472. Effective date of part VII. 


PART VIII—MANUFACTURERS’ EXCISE TAXES 


Sec. 481. Automobiles, trucks, and parts or accessories. 
(a) Increase in tax on trucks. 
(b) Increase in tax on passenger automobiles and motorcycles. 
(c) Increase in tax on parts or accessories. 
(d) Rebuilt parts or accessories. 
(e) Technical amendment. 
(f) Parts or accessories for farm equipment. 
(g) Effective date of subsection (f). 
(h) Removal of tax on tires for toys, etc. 
Sec. 482. Navigation receivers sold to the United States. 
(a) Exemption on sales to United States of certain radio sets. 
(b) Tax-free sales of radio parts. 
(c) Refund in case of use of parts. 
(d) Refund in case of resale to United States. 
(e) Use by manufacturer of taxable parts. 
(f) Effective dates. 
Sec. 483. Repeal of tax on certain sporting goods; increase in tax on remaining sporting goods. 
Sec. 484. Addition of certain items to the tax on electric, gas, and oil appliances; removal of tax on electric 
heating pads. 
Sec. 485, Adjustments of tax rates on phonographic apparatus and film; repeal of tax on certain items. 
(a) Items subject to tax. 
(b) Floor stocks refunds on bulbs. 
Sec. 486. Imposition of tax on mechanical pencils and fountain and ball point pens. 
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PART VIII—MANUFACTURERS’ EXCISE TAXES—Ccontinued 


Sec. 487. Repeal of tax on electric energy. 
(a) Repeal of tax. 
(b) Effective date. 
Sec, 488. Tax on gasoline 
(a) Increase in rate. 
(b) Floor stocks tax. 
Sec. 489. Effective date of part VIII. 


PART IX—-MISCELLANEOUS EXCISE TAX AMENDMENTS 


Sec. 491. Reduction of tax on telegraph dispatches. 
(a) Reduction of tax. 
(b) Clerical amendment. 
(c) Effective date. 
(d) Amounts paid pursuant to bills rendered. 
(e) Rate reduction date 
Sec. 492. Exemption of fishing trips from tax on transportation. 
(a) Exemption. 
(b) Effective date 
Sec. 493. Transportation of oil by water. 
(a) Imposition of tax. 
(b) Technical amendment. 
(c) Effective date. 
Sec. 494. Articles from foreign trade zones. 
(a) Imported articles. 
(b) Previously taxpaid articles. 


TITLE V—MISCELLANEOUS PROVISIONS AND AMENDMENTS 


Sec. 501. Exemption of certain organizations from income tax for prior taxable years. 
Sec. 502. Excess profits credit based on income. 
(a) Percentage of average base period net income taken into account. 
(b) Effective date. 
Sec. 503. Estate and gift tax treatment of United States bonds held by certain nonresident aliens. 
(a) Estate tax. 
(b) Gift tax. 
Sec. 504. Reorganization Plan Numbered 26 of 1950. 


(b) Act AMENDATORY OF INTERNAL REVENUE Copr.—Except as otherwise 
expressly provided, wherever in this Act an amendment or repeal is expressed in 
terms of an amendment to or repeal of a chapter, subchapter, title, supplement, 
section, subsection, subdivision, paragraph, subparagraph, or clause, the refer- 
ence shall be considered to be made to a provision of the Internal Revenue Code. 

(c) Meantnc or Terms Usrep.—Except as otherwise expressly provided, 
terms used in this Act shall have the same meaning as when used in the Internal 
Revenue Code. 


TITLE I—INCREASE IN INCOME TAX RATES 


PART I—INDIVIDUAL INCOME TAXES 


SEC. 101. DEFENSE TAX. 

(a) INCREASE IN Rare or Tax.—Part I of subchapter B of chapter 1 is hereby 
amended by adding at the end thereof the following new section: 
*“SEC. 16. DEFENSE TAX, 

“(a) INDIVIDUALS—CALENDAR YEAR 1951.—In the case of a taxable year 
beginning on January 1, 1951, and ending on December 31, 1951, the amount 
of the combined normal tax and surtax under sections 11 and 12, and the amount 
of the combined normal tax and surtax under section 421 (a) (2), shall be the 
amount of such combined tax computed without regard to this section, increased 
by 4 per centum. 

(b) INpDIvipuALS—TAXABLE YEARS BEGINNING AFTER AvaGustT 31, 1951.—In 
the case of taxable years beginning after August 31, 1951, the amount of the 
combined normal tax and surtax under sections 11 and 12, and the amount of the 
combined normal tax and surtax under section 421 (a) (2), shall be the amount of 
such combined tax computed without regard to this seetion, increased by 1244 
per centum. 


“(c) ALTERNATIVE CapiTaL Gains Tax.— 
(1) CALENDAR YEAR 1951.—In computing an alternative tax under 
paragraph (1) or (2) of section 117 (c) for a taxable year beginning on January 
1, 1951, and ending on December 31, 1951, the amount to be added to the 
partial tax under such paragraph shall be increased by 4 per centum. 
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(2) TAXABLE YEARS BEGINNING AFTER AUGUST 31, 1951.—In computing 
an alternative tax under paragraph (1) or (2) of section 117 (c) for a taxable 
year beginning after August 31, 1951, the amount to be added to the partial 
tax under such paragraph shall be increased by 12% per centum. 

(3) TAXABLE YEARS BEGINNING BEFORE SEPTEMBER 1, 1951, AND ENDING 
AFTER AUGUST 31, 1951.—In computing an alternative tax under paragraph 
(1) or (2) of section 117 (c) for a taxable year (other than one beginning on 
January 1, 1951, and ending on December 31, 1951) beginning before Sep- 
tember 1, 1951, and ending after August 31, 1951, the amount to be added 
to the partial tax under such paragraph shall be increased by a percentage 
which bears the same ratio of 12% per centum as the number of months in 
such taxable year after August 31, 1951, bears to the total number of calendar 
months in such taxable year. For the purposes of this paragraph, a calendar 
month only part of which falls within a taxable year (A) shall be disregarded 
if less than 15 davs of such month are ineluded in such taxable year, and 
(B) shall be included as a calendar month within the taxable year if more than 
14 days of such month fall within the taxable vear.”’ 

(b) AMENDMENT OF SEcTION 12 (b).—Section 12 (b) (relating to rates of surtax) 
is hereby amended by striking out paragraph (2) and inserting in lieu thereof 
the following: 

“In the case of a head of a household, the tax imposed by this subsection 
shall not apply to any taxable year beginning after August 31, 1951. In 
the case of an individual whose surtax net income for the taxable year is 
over $90,000, the tax imposed by this paragraph shall not apply if the de- 
fense tax provided in section 16 is applicable to such taxable year. 

(2) SuRTAX NET INCOME OVER $90,000—CALENDAR YEAR 1951.—In the 
case of a taxable year beginning on January 1, 1951, and ending on December 
31, 1951, if the surtax net income of the individual is over $90,000, there 
shall be levied, collected, and paid for such taxable year upon the surtax 


se net income of such individual the surtax shown in the following table: 

"q If the surtax net income is: The surtax shall be: 

od Over $90,000 but not over $100,000____- $55,920 plus 83% of excess over 
. $90,000. 

ry Over $100,000 but not over $150,000___. $64,220 plus 84% of excess over 
al $100,000. 


Over $150,000 but not over $200,000___. $106,220 plus 85% of excess over 
$150.000. 
an ED a a Ta ~— $148,720 plus 86% of excess over 


$200,000. 


Over $200,000 


(3) SuRTAX NET INCOM® OVER $90,000—TAXABLE YEARS BEGINNING AFTER 

AUGUST 31, 1951.—In the case of a taxable year beginning after August 31, 

1951, to which the defense tax provided by section 16 is applicable, if the 

surtax net income of the individual for the taxable vear is over $90,000, 

= there shall be levied, collected, and paid for such taxable year upon the 

surtax net income of such individual a surtax of $55,920 plus 81 per centum 
of the excess over $90,000.”’ 

(c) LimrraTron oN Tax.— Section 12 (f) (relating to limitation on tax) is hereby 


ar amended to read as follows: 

nt “(f) Limrration on Tax.— 

nt ‘(1) TAXABLE YEARS TO WHICH DEFENSE TAX DOES NOT APPLY.—In the 

he case of a taxable vear beginning after September 30, 1950, other than a 

d taxable year to which paragraph (2) or (3) is applicable, the combined normal 
tax and surtax shall in no event exceed 87 per centum of the net income for 

In the taxable vear. 

ne (2) CALENDAR YEAR 1951.—In the case of a taxable year beginning on 

ne January 1, 1951, and ending December 31, 1951, the combined normal tax 

of and surtax, increased as provided in section 16, shall in no event exceed 88 

ly per centum of the net income for the taxable vear. 


(3) OTHER TAXABLE YEARS TO WHICH DEFENSE TAX APPLIES.—In the 

case of a taxable vear beginning after August 31, 1951, to which the defense 

er tax provided in section 16 is applicable, the combined normal tax and surtax, 

“y increased as provided in section 16, shall in no event exceed 90 per centum af 
hae the net income for the taxable year.” 
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(d) TecunicaL AMENDMENTS.— 


(1) Section 11 (a) (relating to normal tax on individuals) is hereby amended 
by adding at the end thereof the following new sentence: ‘For percentage 
increase in the amount of tax for the calendar year 1951 and for taxable years 
beginning after August 31, 1951, see section 16.” 

(2) Section 12 (g) (cross references) is hereby amended by adding at the 
end thereof the following: 

““(7) DEFENSE TAX.—For percentage increase in the amount of tax for 
the calendar year 1951 and for taxable years beginning after August 31, 1951, 
see section 16. 

““(8) CoMPUTATION OF TAX FOR CERTAIN FISCAL YEARS.—For computation 
of tax in the case of taxable vears (other than the calendar year 1951) begin- 
ning before September 1, 1951, and ending after August 31, 1951, see section 
108 (h).” 


SEC. 102. INDIVIDUALS WITH ADJUSTED GROSS INCOME OF LESS 


Section 400 (relating to optional tax on individuals with adjusted gross incomes 
of less than $5,000) is hereby amended by striking out the tables contained therein 
and inserting in lieu thereof the following: 


THAN $5,000. 


se 
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“TasLe I.—Tazable years tat January 1, 1951, and ending Dec ce embe r 31,1951 
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SEC. 103. COMPUTATION OF TAX IN CASE OF CERTAIN JOINT 
RETURNS. 


If a joint return of a husgand and wife is filed under the provisions of section 51 
(b) (3) of the Internal Revenue Code in a case where the husband and wife have 
different taxable years because of the death of either spouse, and the taxable year 
of the surviving spouse covered by such joint return began before September 1, 
1951, and ended after August 31, 1951, the amendments made by this part shall 
be applicable in respect of such joint return as if the taxable years of both spouses 
covered by the joint return ended on the date of the closing of the surviving 
spouse’s taxable year. 


SEC. 104. EFFECTIVE DATE OF PART Tf. 


Except as provided in section 103, the amendments made by this part shal! be 
applicable only with respect to taxable years ending after August 31, 1951. For 
treatment of taxable years (other than the calendar year 1951) beginning before 
September 1, 1951, and ending after August 31, 1951, see section 131. 


PART It—CORPORATION INCOME TAXES 
SEC. 121. INCREASE IN RATE OF CORPORATION NORMAL TAX. 


(a) AMENDMENT OF SECTION 13.—Subsections (a) and (b) of section 13 (relating 
to normal tax on corporations) are hereby amended to read as follows: 

“(a) Derinrrions.—For the purposes of this chapter 

(1) ApsjuSTED NET INCOME.—The term ‘adjusted net income’ means 
the net income minus the credit provided in section 26 (a), relating to interest 
on certain obligations of the United States and Government corporations. 

‘“(2) NORMAL-TAX NET INCOME.—The term ‘normal-tax net income’ 
means the adjusted net income minus the sum of the following credits: 

*“(A) The credit for dividends received provided in section 26 (b 

“(B) In the case of a public utility, the credit for dividends paid on its 
preferred stock provided in section 26 (h); and 

“(C) In the case of a western hemisphere trade corporation 
defined in section 109), the credit provided in section 26 (i). 

““(b) Imposrrron or Tax.—There shall be levied, collected, and paid for each 
taxable year upon the normal-tax net income of every corporation (except a 
corporation subject to a tax imposed by section 231 (a), supplement G, or supple- 
ment Q) a tax of 30 per centum of the normal-tax net income.” 

(b) Maximum Tax.—Section 430 (a) (2) (relating to the limitation on the rate 
of the excess profits tax) is hereby amended by striking out 
inserting in lieu thereof “70 per centum’’. 

(c) Mutua. InsuRANCE CoMPANTES OTHER THAN Lire oR MARINE. 

(1) Section 207 (a) (1) (relating to normal tax and surtax on mutual 
insurance companies, other than life or marine) is hereby amended by strikin 
out subparagraphs (A) and (B) and inserting in lieu thereof the following: 


76 Normal Tax. -~A normal tax of 30 per centum of the normal-tax 


“62 per centum”’ and 


net income, or 60 per centum of the amount by which the normal-tax 
net income exceeds $3,000, whichever is the lesser; plus 
“(B) Surtax. A surtax of 22 per centum of the e rporation surtax 


net income in excess of $25,000.”’ 

(2) Section 207 (a) (3) (relating to a normal tax and surtax on inter- 
insurers and reciprocal underwriters) is hereby amended by striking out 
subparagraphs (A) and (B) and inserting in lieu thereof the following: 

(A) Normal Tax.—A normal tax of 30 per centum of the normal-tax 
net income, or 60 per centum of the amount by which the normal-tax 
net income exceeds $50,000, whichever is the lesser; plus 

“(B) Surtax.—A surtax of 22 per centum of the corporation surtax 
net income in excess of $25,000, or 33 per centum of the amount by 
which the corporation surtax net income exceeds $50,000, whichever is 
the lesser.”’ 

(d) ReGuLaTep INVESTMENT CoMPANIEsS.—Section 362 (b) (relating to tax o1 
regulated investment companies) is hereby amended by striking out paragraphs 
(3) and (4) and inserting in lieu thereof the following: 

“*(3) There shall be levied, collected, and paid for each taxable year upon 
its supplement Q net income a tax equal to 30 per centum of the amount 
thereof. 

(4) There shall be levied, collected, and paid for each taxable year upon 
its supplement Q surtax net income a tax equal to 22 per centum of the 
amount thereof in excess of $25,000.” 
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(e) Business Income or Certain Section 101 OrGANIZATIONS.—Section 421 
(a) (1) (relating to imposition of tax on business income of certain section 101 
organizations) is hereby amended by striking out ‘25 per centum” and inserting 
in lieu thereof ‘30 per centum’’. 

(f) TecunicaL AMENDMENTs.— 

(1) Repea or section 4.—Section 14 (relating to normal tax on special 
classes of corporations in the case of taxable years beginning before July c 
1950) is hereby repealed. 3 7 

(2) AMENDMENT OF SECTION 15.—Section 15 (relating to surtax on cor- 
porations) is hereby amended to read as follows: 


“SEC. 15. SURTAX ON CORPORATIONS. 


‘‘(a) Corporation Surtax Net Income.—For the purposes of this chapter, the 
term ‘corporation surtax net income’ means the net income minus the sum of the 
following credits: 


“(1) The credit for dividends received provided in section 26 (b); 
(2) In the case of a public utility, the credit for dividends paid on its pre- 
ferred stock provided in section 26 (h); 
‘“*(3) In the case of a western hemisphere trade corporation (as defined in 
section 109), the credit provided in section 26 (i). 

““(b) Imposition or Tax.—There shall be levied, collected, and paid for each 
taxable year upon the corporation surtax net income of every corporation (except 
a corporation subject to a tax imposed by section 231 (a), supplement G, or supple- 
ment Q) a surtax of 22 per centum of the amount of the corporation surtax net 
income in excess of the surtax exemption provided in section 26 (j).”’ 


SEC. 122. CREDITS OF CORPORATIONS. 
(a) DivipeENDs ReEcEetvep Crepit.—Paragraphs (1) and (2) of section 26 (b) 
(relating to credit for dividends received) are hereby amended to read as follows: 
(1) IN GENERAL,—85 per centum of the amount received as dividends 
(other than dividends described in paragraph (2) on the preferred stock of a 
public utility) from a domestic corporation which is subject to taxation under 
this chapter; and 
‘‘(2) CERTAIN PREFERRED STOCK.—62 per centum of the amount received 
as dividends on the preferred stock of a public utility which is subject to taxa- 
tion under this chapter.” 

(b) Crepit ror Divipenps Parp on Certain PREFERRED Stock.—The first 
sentence of section 26 (h) (1) (relating to amount of credit for dividends paid on 
certain preferred stock) is hereby amended to read as follows: ‘‘In the case of a 
public utility, an amount equal to 27 per centum of the lesser of (A) the amount of 
dividends paid during the taxable year on its preferred stock or (B) the adjusted 
net income for such taxable year minus the credit for dividends received provided 
in subsection (b) for such year.” 

(c) WesteRN HemiIsPpHERE TRADE Corporations.—Section 26 (i) (relating to 
credit of a western hemisphere trade corporation) is hereby amended to read as 
follows: 

“(j) Western HEMISPHERE TRADE CorPporatTions.—In the case of a western 
hemisphere trade corporation (as defined in section 109), an amount equal to 27 
per centum of its normal-tax net income computed without regard to the credit 
provided in this subsection.”’ 


SEC. 123. SURTAX EXEMPTIONS AND CERTAIN CREDITS OF RELATED 
CORPORATIONS, 


(a) LimrratTion oN SurTax EXEMPTION IN THE Case OF RELATED CoRPoRA- 
TIONS.—Section 26 (relating to credits of corporations) is hereby amended by add- 
ing at the end thereof the following new subsection: 

‘““(j) SurTax EXEMPTION.— 

‘““(1) In GeneRAL.—Except in the case of a corporation to which paragraph 

(2) is applicable for the taxable year, a surtax exemption of $25,000, 

“(2) RELATED CORPORATIONS.—In the case of a corporation which on 
December 31 of any year is a member of a controlled group as defined in 
paragraph (3), a surtax exemption, for the taxable year which includes such 
date, in an amount equal to $25,000 divided by the number of corporations 
in such group at the close of such date. In lieu of such exemption, a surtax 
exemption of $25,000 for the controlled group may be divided (in any man- 
ner) by the corporations which at the close of such date are members of such 
group by making and filing with the Secretary a consent setting forth the 
portion of the $25,000 which will be taken by each member as its surtax 


REVENUE ACT OF 1951 11 


exemption for its taxable year which includes such date. The consent shall 
be made and filed at such time and in such manner as the Secretary by regula- 
tions may prescribe. If a member of a controlled group has a taxable year 
which does not include December 31, the surtax exemption for such member 
for such taxable year shall be an amount equal to $25,000 divided by the 
number of corporations in such group at the close of such taxable year. 

8) DEFINITION OF CONTROLLED GROUP. —For the purposes of paragraph 
(2), a ‘controlled group’ means: 

“(A) Any group of one or more chains of corporations connected 
through ownership with a common parent corporation if— 

“‘(i) stock possessing at least 95 per centum of the voting power 
of all classes of stock of each of the corporations (except the com- 
mon parent corporation) is owned directly by one or more of the 
other corporations; and 

““(ii) the common parent corporation owns directly stock possess- 
ing at least 95 per centum of the voting power of all classes of stock 
of at least one of the other corporations, excluding, in computing 
such voting power, stock held by such other corporations. 

“(B) Any group of two or more corporations if at least 95 per centum 
of the voting power of all classes of stock of each of the corporations is 
owned, directly or indirectly, by or for one individual, or is owned, di- 
rectly or indirectly, by or for not more than five individuals each of whom 
owns substantially the same proportion of the voting power in any one 
of such omy yrs, as he owns In each of the other corporations. For 
the purposes of this subparagraph— 

“(i) an individual shall be considered as owning substantially the 
same proportion of the voting power in any two corporations if, and 
only if, he could own the same proportion of the voting power in 
each by increasing by not more than 10 per centum his voting power 
in one of the corporations and decreasing by not more than 10 per 
centum his voting power in the other corporation; 

“Gi) stock owned, directly or indirectly, by or for a corporation, 
partners ship, estate, or trust, shall be conside red as being owned 
proportionately by or for its shareholders, partners, or beneficiaries; 

‘(iii) an individual shall be considered as owning the stock owned, 

e directly or indirectly, by or for his spouse; 

“(iv) if an individual owns more than 50 per centum of the 
voting power in any corporation (including the voting power of the 
stock owned by him upon the application of clauses (ii) and (iii)), 
such individual shall be considered as owning the stock owned 
in such corporation, directly or indirectly, by or for his ancestors 
and lineal descendants; 

““(v) stock constructively owned by a person by reason of the 
application of clause (ii) shall, for the purpose of applying clause (ii 
(iii), or (iv), be treated as actually owned by such person, but 
stock constructively owned by an individual by reason of the 
application of clause (iii) or (iv) shall not be treated as owned by 
him for the purpose of applying either such clause in order to make 
another the constructive owner of such stock; and 

“(vi) if stock may be treated as constructively owned by two 
or more individuals, such stock shall, in any computation to deter- 
mine the proportionate voting power of such individuals, be treated 
in such computation as constructively owned by the individual 
whose constructive ownership of such stock results in the cor- 
poration being a member of a controlled group. 

If a group of corporations described in subparagraph (B) includes a common 
parent corporation included in a group describe ‘ in subparagraph (A), then 
each member of the group described in subparagr: ph \) of which the common 
parent corporation is a member shall be a me nbe r of the group described in 
subparagraph (B). For the purposes of this carat. treasury stock shall 
not be considered to be voting stock.”’ 


’ 


b) InsurRANCE CompaNtrs.-—Section 201 (g) (relating to credits under section 
26 allowed life-insurance companies) and section 204 (f) (relating to credits under 
section 26 allowed to insurance companies other than |] r mutual) are each 
amended by addins d thereof the following new sentence In computing 


y 
| 





the surtax impose section, in the manner provided in section 15 (b), the 


} 
surtax exemption provided in section 26 (j) shall be allows 











12 : REVENUE ACT OF 1951 


(ec) Minrmum Excess Prorits Crepitr.—The last sentence of section 431 (re- 
lating to definition of adjusted excess profits net income) is hereby amended to 
read as follows: ‘‘If such sum is less than its surtax exemption provided in section 
26 (j) for the taxable year, such sum shall be increased to the amount of its surtax 
exemption for such year,” 


SEC, 124. COMPUTATION OF ALTERNATIVE CAPITAL GAINS TAX 

(a) ALTERNATIVE Tax.—Section 117 (c) (1) (relating to alternative tax on 
corporations) is hereby amended by striking out the second paragraph and insert- 
ing in lieu thereof the following: 

“(A) A partial tax shall first be computed upon the net income reduced 
by the amount of such exeess, at the rates and in the manner as if this 
subsection had not been enacted. 

‘(B) There shall then be ascertained an amount equal to 25 per 
centum of such excess. In the case of taxable years to which the defense 
tax provided in section 16 (e) is applicable, such amount shall be in- 
creased by the percentage specified in such section. 

“(C) The total tax shall be the partial tax computed under subpara- 
graph (A) plus the amount computed under subparagraph (B).”’ 

(b) Errective Dats.—The amendment made by subsection (a) shall be appli- 
cable only with respect to taxable vears ending after August 31, 1951. 
SEC. 125. EFFECTIVE DATE 

Except as provided in section 124, the amendments made bv this part shall be 
applicable only with respect to taxable years beginning after December 31, 1950. 
For treatment of taxable years beginning in 1950 and ending in 1951, see part IT] 
of this title. 


PART III—FISCAL YEAR TAXPAYERS 
SEC. 131. FISCAL YEAR TAXPAYERS. 


(a) AMENDMENT OF Section 108.—Section 108 is hereby amended by striking 
out paragraph (2) of subsection (f) and inserting in lieu thereof the following: 
(2) that portion of a tentative tax consisting of 
““(A) a tentative normal tax of 25 per centum of the normal-tax net 
income, plus e 
““(B) a tentative surtax of 20 per centum of the surtax net income in 
excess of $25,000, 
which the number of days in such taxable vear after June 30, 1950, and before 
January 1, 1951, bears to the total number of days in such taxable year, plus 
(if the taxable year ends in 1951) 
(3) that portion of a tentative tax consisting of— 
(A) a tentative normal tax of 30 per centum of the normal-tax net 
income, plus 
“(B) a tentative surtax of 20 per centum of the surtax net income in 
excess of $25,000, 
which the number of days in such taxable year after December 31, 1950, 
bears to the total number of days in such taxable vear. 

In computing for the purposes of paragraph (2) the normal-tax net income and 
the corporation surtax net income, the credits provided in section 26 applicable to 
taxable years beginning on July 1, 1950, shall be allowed in the manner and to the 
extent provided in sections 13 and 15 applicable to years beginning on such date, 
except that such credits shall be applied without regard to the amendments made 
to section 26 by title II of the Excess Profits Tax Act of 1950. In computing for 
the purposes of paragraph (3) the normal-tax net income and the corporation 
surtax net income, the credits provided in section 26 applicable to taxable years 
beginning on January 1, 1951, shall be allowed in the manner and to the extent 
provided in sections 13 and 15 applicable to years beginning on such date. 

“(o¢) TAXABLE YEARS OF CORPORATIONS BEGINNING AFTER JUNE 30, 1950, 
AND BrrorE 1951, AnD EnpING rn 1951.—In the case of a taxable year of a corpo- 
ration beginning after June 30, 1950, and before January 1, 1951, and ending 
after December 31, 1950, the tax imposed by sections 13 and 15 shall be an amount 
equal to the sum of— 





\- 
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“(1) that portion of a tentative tax, computed under the provisions of 
sections 13 and 15 applicable to such taxable year, which the number of days 
in such taxable year prior to January 1, 1951, bears to the total number of 
days in such taxable year, plus 

‘“*(2) that portion of a tentative tax, computed under the provisions of 
sections 138 and 15 applicable to years beginning on January 1, 1951, as if 
such provisions were applicable to such taxable year, which the number of 
days in such taxable year after December 31, 1950, bears to the total number 
of days in such taxable year. For the purposes of this paragraph a surtax 
exemption of $25,000 shall be allowed in lieu of the exemption provided in 
section 26 (j). 

“(h) Certain TAXABLE YEARS OF INDIVIDUALS BEGINNING BEFORE SEPTEM- 
BER 1, 1951, AND ENpInG ArrerR Avuaust 31, 1951.—In the case of a taxable vear 
(other than one beginning on January 1, 1951, and ending on December 31, 1951 
of a taxpayer, other than a corporation, beginning before September 1, 1951, and 
ending after August 31, 1951, the tax imposed by sections 11 and 12, section 400, 
or section 421 (a) (2), shall be an amount equal to the sum of— 

(1) that portion of a tentative tax, computed under the provisions of 
sections 11 and 12, or section 400, applicable to taxable vears beginning on 
October 1, 1950, which the number of calendar months in such taxable vear 
prior to September 1, 1951, bears to the total number of calendar months in 
such taxable year, plus 

(2) that portion of a tentative tax, computed under the provisions of 
sections 11 and 12, or section 400, applicable to years beginning on September 
1, 1951, as if such provisions (other than the provisions relating to head of 
household) were applicable to such taxable year, which the number of eal- 
endar months in such taxable year after August 31, 1951, bears to the total 
number of calendar months in such taxable year. 

For the purposes of this subsection, a calendar month only part of which falls 
within the taxable year (A) shall be disregarded if less than 15 days of such month 
are included in such taxable vear, and (B) shall be included as a calendar month 
within the taxable year if more than I++ days of such month fall within the taxable 
vear. This subsection shall not apply in the case of a trust described in section 
421 (b) (2) if the taxable vear of such trust began before January 1, 1951.” 

(b) ComMpUTATION OF Excess Prorits Tax.—Subsection (b) of section 430 (re- 
lating to computation of excess profits tax in the case of certain taxable vears) is 
hereby amended to read as follows: 

“(b) Crerrarn TAXABLE YEARS BEGINNING BErore# 1951. 

“(1) TAXABLE YEARS ENDING BEFORE JANUARY 1, 1951—In the case of a 
taxable year beginning before July 1, 1950, and ending after June 30, 1950, 
and before January 1, 1951, the tax imposed by subsection (a) shall be an 
amount equal to that portion of a tentative tax, computed under the pro- 
visions of subsection (a) applicable to taxable years ending on December 31, 
1950, which the number of days in such taxable vear after June 30, 1950, 
bears to the total number of days in such taxable vear. 

“(2) TAXABLE YEARS ENDING AFTER DECEMBER 31, 1950. -In the case of a 
taxable year beginning before January 1, 1951, and ending after December 
31, 1950, the tax imposed by subsection (a) shall be an amount equal to the 
sum of 

“(A) that portion of a tentative tax, computed under the provisions 
of subsection (a) applicable to taxable vears ending on December 31, 
1950, which the number of days in such taxable vear after June 30, 
1950, and before January 1, 1951, bears to the total number of days in 
such taxable year, plus 

“(B) that portion of a tentative tax, computed under the provisions 
of subsection (a) applicable to taxable vears beginning on January 1, 
1951, Which the number of days in such taxable year after December 
31, 1950, bears to the total number of days in such taxable year.” 

(ec) TecHNICAL AMENDMENTs. 

(1) Section 108 (e) (2) is hereby amended by inserting after ‘‘seetion 400,” 
the following: “applicable to vears beginning on October 1, 1950.” 

(2) Section 108 (2) is hereby amended by striking out ‘‘(g)”’ and inserting 


’ 


in lieu thereof ‘‘(i)”’. 


86141—-51—pt. 1——2 
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TITLE I]—WITHHOLDING OF TAX AT SOURCE 


PART WITHHOLDING OF TAX AT SOURCE ON DIVIDENDS, 
INTEREST, AND ROYALTIES 


SEC. 201. COLLECTION OF INCOME TAX AT SOURCE ON DIVIDENDS, 
INTEREST, AND ROYALTIES. 


Subtitle B of the Internal Revenue Code is hereby amended by inserting before 
chapter 7 the following new chapter: 


“CHAPTER 6—COLLECTION OF INCOME TAX AT SOURCE 
ON DIVIDENDS, INTEREST, AND ROYALTIES 


‘*‘Subchapter A—-Dividends and Interest 
**‘SEC. 1200. DEFINITIONS. 


‘As used in this chapter— 

(a) Divipenp.—The term ‘dividend’ means— 

(1) any distribution by a corporation which is a dividend as defined in 
section 115 (a); and 

(2) a payment made by a stockbroker to any person as a substitute for 
a dividend (as defined in section 115 (a)) upon which a tax is required to be 
deducted and withheld under this subchapter. 

‘““(b) InrEREsT.—1 he term ‘interest’ means— 

(1) interest on all bonds, debentures, notes, certificates, or other evidences 
of indebtedness, issued by any corporation, with interest coupons or in regis- 
tered form; 

‘*(2) interest on deposits with stockbrokers; 

(3) interest on amounts held by an insurance company under an agree- 
ment to pay interest thereon; and 

‘“‘(4) interest on the overpayment of any internal revenue tax, except 
income or excess profits taxes imposed upon corporations. 

“SEC. 1201. INCOME TAX COLLECTED AT SOURCE. 

‘(a) REQUIREMENT OF WITHHOLDING.—Every person making payment after 
December 31, 1951, of a dividend or interest shall deduct and withhold upon such 
dividend or interest a tax equal to 20 per centum of the amount thereof. If the 
withholding agent is unable to determine the person to whom the dividend or 
interest is payable, such tax shall be deducted and withheld at the time payment 
thereof would be made if such person were known. For certain exemptions from 
withholding, see section 1202. 

‘(b) WirnxHoLtpinc WHERE Amount or DivipEND 1s UNKNown.—lIf the 
withholding agent is unable to determine the portion of a distribution which is a 
dividend, the tax required to be deducted and withheld under this subchapter 
shall be computed on the entire amount of the distribution. 

“(e) INDEMNIFICATION OF WITHHOLDING AGENT.—A withholding agent shall 
not be liable, except as provided in section 1203, to any person for the amount of 
any tax required to be deducted and withheld under this subchapter. 

‘(d) Crepit ror Tax WirHHELD.—For credit, against the income tax of the 
recipient of the income, of amounts required to be deducted and withheld under 
this subchapter, see section 35. 

“SEC. 1202. EXEMPTIONS FROM WITHHOLDING. 

The provisions of this chapter shall not apply to: 

‘(a) A dividend paid in the stock or rights to acquire the stock of the dis- 
tributing corporation, whether or not the recipient of such stock or rights had an 


option to be paid in money, or other property, in lieu of such stock or rights. 


Distributions (other than capital gain dividends described in section 362 
b) (7)) to shareholders which are treated under chapter 1 as amounts received 
1 the sale or exchange of property, or distributions with respect to which gain 
vr loss is not recognized under chapter 1 to the shoreholders 
\) amount which is ineludible in gross income as a taxable divider 
er the provisions of section 112 (¢) (2) (relating to certain distributions made 


ce of a plan of reorganization), section 115 relating to redemptions 
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of stock), or section 371 (e) (2) (relating to certain distributions pursuant to the 
order of the Securities and Exchange Commission). 

‘‘(d) A dividend paid by a Federal reserve bank, Federal land bank, Federal 
home loan bank, Central Bank for Cooperatives, or Bank for Cooperatives. 

““(e) Any interest which, irrespective of the person to whom payable, is wholly 
exempt from the tax imposed by chapter 1. 

‘(f) Dividends or interest paid by a corporation to another corporation if both 
corporations are members of the same affiliated group which filed a consolidated 
return under chapter 1 for the preceding taxable year of the payor corporation. 

‘““(g) Dividends or interest paid by a corporation to one or more (1) govern- 
ments, (2) political subdivisions thereof, (3) international organizations, or 
(4) wholly owned instrumentalities or agencies of the foregoing, if the entire class 
of stock in respect of which such dividend is paid, or the entire class of obligations 
in respect of which such interest is paid, is owned by one or more of such govern- 
ments, subdivisions, organizations, instrumentalities, or agencies. 

“‘(h) Interest on equipment trust certificates. 

*(j) Dividends or interest paid by a foreign corporation, a nonresident alien 
individual, any partnership not engaged in trade or business within the United 
States and composed in whole or in part of nonresident aliens, or by an interna- 
tional organization. 

*(j) (1) Any payment of a dividend or interest (except coupon bond interest) 
to (A) a foreign corporation not engaged in trade or business within the United 
States, (B) a nonresident alien individual, (C) any partnership not engaged in 
trade or business within the United States and composed in whole or in part of 
nonresident aliens, or (D) any foreign government or international organization. 

(2) Any payment of coupon bond interest to a person described in paragraph 
(1) of this subsection, but only if a certificate filed (in such form and manner, and 
at such time, as the Secretary may by regulations prescribe) with the withholding 
agent discloses that the recipient of such payment is a person described in para- 
graph (1). 

“(k) Any payment upon which the withholding agent is required to deduct and 
withhold a tax under section 143 (a) (relating to tax-free covenant bonds, ete.) 
determined without regard to the provisions of paragraph (2) of such section. 

(1) Interest on an obligation of a corporation, issued before January 1, 1951, 
containing a contract or provision by which the obligor agrees to pay the interest 
without deduction for any tax which the obligor may be required to pay thereon 
or to retain therefrom under any law of the United States. 

““(m) Dividends paid pursuant to the terms of a lease of property entered into 
prior to January 1, 1951, if under such lease the shareholders of the lessor corpora- 
tion are entitled to such dividends without deduction for any tax which any law 
of the United States might require to be deducted and withheld upon the payment 
of dividends. 

““(n) Amounts (whether or not designated as dividends) paid by a mutual 
savings bank, savings and loan association, building and loan association, coopera- 
tive bank, homestead association, credit union, or any similar organization, in 
respect of withdrawable or repurchaseable shares, investment certificates, or 
deposits. 


“SEC. 1203. RETURNS AND PAYMENT. 


“(a) In GeNERAL.—Every person required under this subchapter to deduct 
and withhold any tax shall make a return of such tax and shall pay such tax, at 
such time, for such period, and in such manner as the Secretary may by regula- 
tions prescribe, by making a return of the total amount of dividends and interest 
with respect to which tax is required to be deducted and withheld by such person 
under this subchapter for such period and paying a tax, for which such person 
shall be liable, in an amount equal to 20 per centum of such total. 

“(b) ADJUSTMENT oF Tax.—If more or less than the correct amount of tax 
due for any period under subsection (a) is paid with respect to si 
proper adjustments with respect to the tax shall be made, without interest, ir 
such manner and at such times as may be prescribed by regulations made under 
this subchapter. 





“SEC, 1204. CREDIT FOR REGULATED INVESTMENT COMPANIES AND 
PERSONAL HOLDING COMPANIES. 

“In the case of any withholding agent which is a regulated investment company 

as defined in section 361 or a personal holding company as defined in seetion 501, 

the amount required to be deducted and withheld as tax under this chapter wit! 
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respect to dividends and interest received by it during a taxable year shall be 
allowed, under regulations prescribed by the Secretary, as a credit against (but 
not in excess of) the tax for which such withholding agent is liable under section 
1203 (a) in respect of dividends and interest paid by it during such year. For 
the purposes of this section a dividend shall be considered as having been paid 
within a taxable year (1) in the case of a regulated investment. company, if treated 
as paid during such taxable vear under section 362 (b) (8), or (2) in the case of a 
personal holding company, if claimed under section 504 (¢), in computing undis- 
tributed subchapter A net income, in the return for such year. 


“Subchapter B—Royalties 
“SEC. 1220. DEFINITION OF ROYALTY. 


“As used in this chapter, the term ‘rovalty’ means 

(a) any rent or rovalty in respect of mines, oil and gas wells, and other 
natural deposits, including any delay rental and any minimum rovalty, 
whether or not measured by production or by a share of gross or net income 
therefrom, and any payment representing a share of the gross or net income 
derived from the extraction and sale of any natural deposit, but only if the 
recipient of such rent, royalty, or payment is not personally obligated to pay 
a proportionate share of development or operating expenses. For the purposes 
of this chapter, if a rovalty, as defined in the preceding sentence, is paid in 
kind, such payment shall not constitute payment of a royalty, but if the 
mineral, oil, gas, or other natural deposit so received in kind is sold by or on 
behalf of the recipient to the producer or under a division order, the pur- 
chaser shall be considered as making payment of the royalty in an amount 
equa! to the purchase price; 

‘“‘(b) any payment, however designated, made by a corporation for the 
privilege of using any patent, pending application for a patent, copyright, 
secret process or formula, trade mark, or trade brand, including any pay- 
ments made by an assignee or an exclusive licensee thereof, if measured by 
the use of a patent, pending application for a patent, copyright, secret process 
or formula, trade mark, or trade brand, or if payable over a period substan- 
tially coterminous with the period of the pavor’s right to use such property, 
but not ineluding any payments in respect of copyrights made to an organ- 
ization to which subsection (c) is applicable; and 

‘“(e) any payment made by an organization to its members in respect of 
the use of their copyrights, if such organization is authorized to license the 
use of such copyrights and has control of the receipt, allocation, and distribu- 
tion of the payments made for such use. 


“SEC. 1221. INCOME TAX COLLECTED AT SOURCE. 

“(a) REQUIREMENT OF WITHHOLDING.—Every person making payment after 
December 31, 1951, of a rovalty shall deduct and withhold upon such royalty a 
tax equal to 20 per centum of the amount thereof. If the withholding agent is 
unable to determine the person to whom the royalty is pavable, such tax shall be 
deducted and withheld at the time payment thereof would be made if such person 
were known. For certain exemptions from withholding see section 1222. 

b) Tax Paro py ReEcrprent.—If the withholding agent, in violation of the 
provisions of this subchapter, fails to deduct and withhold the tax under this 
subchapter, and thereafter the tax against which such tax may be credited is 
paid, the tax so required to be deducted and withheld shall not be collected from 
the withholding agent, but this subsection shall in no ease relieve the withholding 
agent from liability for any penalties or additions to the tax otherwise applicable 
in respect of such failure to deduct and withhold. 

“(e) Liapitity ror Tax.—The withholding agent shall be liable for the pav- 
ment of the tax required to be deducted and withheld under this subchapter, 
and shall not be liable to any person for the amount of any such payment. 

“(d) ReErunps AND CREDITs.- 

1) WITHHOLDING AGENT.—Where there has been an overpayment of tax 
under this subchapter, refund or credit shall be made to the withholding 
agent only to the extent that the amount of such overpayment was not 
deducted and withheld under this subchapter by the withholding agent. 

(2) Reciprent.—For credit, against the income tax of the recipient of 
the income, of amounts deducted and withheld under this subchapter, see 
section 35. 
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“SEC, 1222. EXEMPTIONS FROM WITHHOLDING. 

‘The provisions of this chapter shall not apply to 

“‘(a) Royalties paid to a corporation or to a government or political subdivision 
thereof. 

‘“‘(b) Rovalties paid by a foreign corporation, a nonresident alien individual, a 
partnership not engaged in trade or business within the United States and com- 
posed in whole or in part of nonresident aliens, or an international organization. 

““(c) Royalties paid to (1) a nonresident alien individual, (2) a partnership not 
engaged in trade or business within the United States and composed in whole or 
in part of nonresident aliens, or (3) an international organization. 


“SEC. 1223. RETURNS AND PAYMENT 


“(a) In GENERAL.—Every person required under this subchapter to deduct 
and withhold any tax shall make a return of such tax and shall pay such tax, at 
such time, for such period, and in such manner as the Secretary may by regulations 
prescribe, 

‘“(b) ApsusTMENT OF Tax.—If more or less than the correct amount of tax im- 
posed by this subchapter is paid with respect to any payment of royalties, proper 
adjustments, with respect both to the tax and the amount to be deducted, shell 
be made, without interest, in such manner and at such times as may be prescribed 
by regulations made under this subchapter. 

“SEC, 1224. RECEIPTS 

‘“‘(a) ReQquirREMENT.—Every person required under this subchapter to deduct 
and withhold tax on a royalty, shall, not later than January 31 of the vear suc- 
ceeding the calendar year in which the royalty is paid, furnish to the payee of 
the royalty a written statement showing the amount of the royalties paid to such 
payee during such calendar year, and the amount of tax deducted and withheld 
under this subchapter in respect of such royalties. 

“(b) Statements To Constitute INrormMaTIon RETURNs.—The statements 
required to be furnished by this section in respect of any rovalty shall be 
furnished at such other times, shall contain such other information, and shall 
be in such form as the Secretary may by regulations prescribe. A duplicate of 
such statement if made and filed in accordance with regulations prescribed by the 
Secretary shall constitute the return required to be made in respect of such royal- 
ties under section 147, 

‘““(c) Extension or Time.—The Secretary, under regulations prescribed by 
him, may grant to any person a reasonable extension of time (not in excess of 30 
days) with respect to the statements required to be furnished by such person under 
this section. 


“SEC. 1225. PENALTIES 

““(a) CrimInaL Penatty.—In lieu of any other penalty provided by law (except 
the penalty provided by subsection (b) of this section), any person required under 
the provisions of section 1224 to furnish a statement who willfully furnishes a false 
or fraudulent statement, or who willfully fails to furnish a statement in the 
manner, at the time, and showing the information required under section 1224, 
or regulations prescribed thereunder, shall for each such offense, upon conviction 
thereof, be fined not more than $1,000, or imprisoned for not more than one 
year, or both. 

‘““(b) Crvit Penaury.—In addition to the penalty provided by subsection (a) of 
this section, any person required under the provisions of section 1224 to furnish a 
statement who willfully furnishes a false or fraudulent statement, or who willfully 
fails to furnish a statement in the manner, at the time, and showing the informa- 
tion required under section 1224, or regulations prescribed thereunder, shall for 
each such offense be subject to a civil penalty of not more than $50. 


“‘Subchapter C—General Provisions 
“SEC. 1230. DEFINITIONS. 


‘“As used in this chapter 

““(a) TaAxaBLE YEAR.—The term ‘taxable year’ shall bave the same meaning 
as when used in chapter 1, 

‘“‘(b) Person.—The term ‘person’ includes any government or political sub- 
division, or agency or instrumentality thereof. 

““(e) NONRESIDENT ALIEN.—The term ‘nonresident alien individual’ includes 
an alien resident of Puerto Rico. 
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“SEC, 1231. NONDEDUCTIBILITY OF TAX IN COMPUTING NET IN- 
COME. 


“Any tax deducted and withheld under this chapter shall not be allowed as a 
deduction in computing net income for the purpose of any tax on income imposed 
by Act of Congress. 


“SEC. 1232. RETURN AND PAYMENT BY GOVERNMENTAL PAYOR. 


“Tf the person referred to in section 1203 (a) or 1223 (a) is the United States, 
or a State, Territory, or political subdivision thereof, or the District of Columbia, 
or any agency or instrumentality of any one or more of the foregoing, the return 
and payment required by such sections shall be made by any officer or employee 
of the United States, or of such State, Territory, or political subdivision, or of the 
District of Columbia, or of such agency or instrumentality, as the case may be, 
having control of the payment of the dividend, interest, or royalty, or appro- 
priately designated for that purpose. 

“SEC. 1233. TAX-EXEMPT ORGANIZATIONS—REFUND. 

‘“‘In the case of a person which is exempt from the tax imposed by chapter 1, if 
the amount Sl to be deducted and withheld as tax under this chapter with 
respect to dividends and interest received by it during any calendar quarter, and 
the amount deduzted and withheld as tax under this chapter with respect to royal- 
ties received by it during such calendar quarter, exceed the credit claimed by and 
allowed to such person under section 1637 for such quarter, the excess shall be 
immediately refunded or credited to such person as an Overpayment of the tax 
imposed by this chapter, but only if claim therefor is filed (or, if no claim is filed, 
if credit or refund is made) after the close of such calendar quarter and on or 
before March 15 of the fourth calendar year beginning after the close of such 
calendar quarter. No interest shall be allowed or paid with respect to any such 
refund or credit for any period prior to the date on which claim for such refund 
or credit is filed or prior to March 16 of the calendar year succeeding the close 
of the calendar quarter in respect of which such refund or credit is claimed, which- 
ever date is the later. 


“SEC. 1234. FAILURE TO FILE RETURNS. 


“In case of a failure to make and file any return required under this chapter 
within the time prescribed by law or prescribed by the Secretary in pursuance 
of law, unless it is shown that such failure is due to reasonable cause and not to 
willful neglect, the addition to the tax or taxes required to be shown on such 
return shall not be less than $5. 


“SEC. 1235. OTHER LAWS APPLICABLE. 


“All provisions of law, including penalties, applicable with respect to any tax 
imposed by section 2700, and the provisions of section 3661, shall, insofar as 
applicable and not inconsistent with the provisions of this chapter, be applicable 
with respect to the tax under this chapter.” 


SEC. 202. CREDIT FOR TAX WITHHELD. 


Section 35 (relating to credit against income tax) is hereby amended as follows: 
(1) by striking from the heading thereof the words 


“ON WAGES”; 


(2) by inserting at the beginning of the first paragraph thereof the following 
heading: ‘“‘(a) Crepit For Tax WitHHELD oN WacEs.—’”; and 

(3) by inserting at the end thereof the following new subsection: 

“(b) CnEepit For Tax WITHHELD ON DivipENDs, INTEREST, AND ROYALTIES.— 
Under regulations prescribed by the Secretary— 

(1) IN GENERAL.—The amount required to be deducted and withheld 
as tax under chapter 6 upon any payment of a dividend or interest, and the 
amount deducted and withheld as tax under such chapter upon any payment 
of a royalty, shall be allowed as a credit, to the recipient of the income, against 
the tax imposed by this chapter for the taxable year in which the dividend, 
interest, or royalty is received. 

‘‘(2) PARTNERSHIPS, TRUSTS, AND EsTATES.—If the recipient of the 
dividend, interest, or royalty is a partnership or a common trust fund, then 
the credit shall not be allowed to such recipient, but the members of the 
partnership, or the participants in the common trust fund, as the case may be, 
shall be allowed their proportionate share of such credit. If the recipeint 
is an estate or trust, and if any legatee, heir, or beneficiary subject to the 
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tax imposed by this chapter is required to include a portion of such dividend, 
interest, or royalty in computing his net income, such legatee, heir, or bene- 
ficiary shall be allowed such portion of the credit as is properly allocable to 
him on the basis of the income allocable to him under section 162 for the 
taxable year of the estate or trust, and such portion of the credit shall not 
be alluwed to the estate or trust. 

(3) REGULATED INVESTMENT COMPANIES AND PERSONAL HOLDING COM- 
pANIES.—In the case of a regulated investment company or a personal holding 
company, the credit provided in paragraph (1) shall be reduced by the amount 
of credit allowed such company under section 1204. 

““(4) Tax EXEMPT ORGANIZATIONS.—The credit provided by this subsection 
shall not be allowed to any recipient which is exempt from income tax. For 
credit against the liability of such a recipient in respect of the employment 
taxes imposed by subchapter A and subchapter D of chapter 9, see section 
1637. For refund under chapter 6 in the case of such a recipient, see section 
1233.” 

SEC, 203. CREDITS IN CASE OF ORGANIZATIONS EXEMPT FROM TAX. 
Subchapter E of chapter 9 (relating to employment taxes) is hereby amended 
by adding after section 1636 the following new section: 


“SEC. 1637. SPECIAL CREDIT IN CASE OF ORGANIZATIONS EXEMPT 
FROM INCOME TAX. 

‘In the case of any person (including any government or political subdivision, 
agency, or instrumentality thereof) which is exempt from the tax imposed by 
chapter 1, the amount required to be deducted and withheld as tax under chapter 6 
with respect to dividends and interest received by it during any calendar quarter, 
and the amount deducted and withheld as tax under such chapter with respect to 
royalties received by it during such calendar quarter, shall be allowed, under regue 
lations prescribed by the Secretary, as a credit against (but not in excess of) the 
amount shown on the return of such person as its liability (after the adjustments, 
if any, provided for in sections 1401 (c) and 1411) for such quarter in respect of the 
taxes imposed by subchapter A and subchapter D of this chapter. Such credit 
shall be allowed only if claim therefor is made, in accordance with such regulations, 
at the time of the filing of the return under subchapter A and subchapter D for 
such quarter. For refund under chapter 6, see section 1233.” 


SEC. 204. TECHNICAL AMENDMENTS. 

(a) Tax Computep By CoLLEcToR.—-Section 51 (f) (relating to tax computed 
by collector) is hereby amended to read as follows: 

“(f) Tax ComputTep By CoLLEcTOR.— 

(1) RETURN REQUIREMENTS.—An individual entitled to elect to pay the 
tax imposed by supplement T whose gross income is less than $5,000 and is 
entirely from one or more of the following sources: wages as defined in section 
1621 (a), or dividends (other than a capital gain dividend as defined in section 
362 (b) (7)) or interest on which tax is required to be deducted and withheld 
under chapter 6, shall at his election be relieved, by using the form prescribed 
as the form for the return for the purposes of this subsection, from showing 
on the return the tax imposed by this chapter. In such case the tax shall be 
computed by the collector. 

(2) RESULT oF compUTATION.—After the collector has computed the tax 
he shall mail to the taxpayer a notice stating the amount determined by 
the collector as payable and making demand therefor. 

(3) ReeuLations.—The Secretary shall prescribe regulations for carrying 
out this subsection, and such regulations may provide for the application of 
the rules of this subsection to cases where the gross income includes items 
other than those enumerated in paragraph (1) if the gross income from such 
other sources is not more than $200, and to cases where the gross income is 
$5,000 or more but not more than $5,200. Such regulations shall provide 
for the application of this subsection in the case of husband and wife, including 
provisions determining when a joint return under this subsection may be 
permitted or required and what constitutes a joint return, whether the 
liability shall be joint and several, and whether one spouse may make return 
under this subsection and the other without regard to this subsection. 

‘““(4) MetTuop oF ELECTION.—The election to have the benefits of this 
subsection shall be made by making return on the form prescribed as the 
form for the return for the purposes of this subsection. An election so made 
shall constitute an election to pay the tax imposed by supplement T.” 
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(b) REQUIREMENT OF DECLARATION OF EstTIMATED Tax.—Section 58 (a) 
(relating to declaration of estimated tax) is hereby amended to read as follows: 

(a) REQUIREMENT OF DEcCLARATION.—Every individual (other than an estate 
or trust and other than a nonresident alien with respect to whose wages, as defined 
in section 1621 (a), withholding under subchapter D of chapter 9 is not made 
applicable, but including every alien individual who is a resident of Puerto Rico 
during the entire taxable year) shall, at the time prescribed in subsection (qd), 
make a declaration of his estimated tax for the taxable vear if 

‘““(1) his gross income from wages (as defined in section 1621) and from 
dividends, interest, and royalties, as defined in chapter 6, upon which a tax is 
required to be deducted and withheld under such chapter, can reasonably 
be expected to exceed the sum of $4,500 plus $600 with respect to each 
exemption provided in section 25 (b); or 

(2) his gross income from sources other than wages (as defined in section 
1621) and other than dividends, interest, and royalties, as defined in chapter 
6, upon which a tax is required to be deducted and withheld under such 
chapter, can reasonably be expected to exceed $100 for the taxable year and 
his gross income to be $600 or more.” 

(c) Crepir Unper Secrion 143.—Section 143 (relating to withholding of 
tax at source) is hereby amended by adding at the end thereof the following new 
subsection: 

‘(i) Creprr ror Tax WirHHEeLp at Source.—Where any person is required 
to deduct and withhold a tax under subsection (b) on an amount on which a tax 
was required to be deducted and withheld under subchapter A of chapter 6, or 
on an amount on which a tax was deducted and withheld under subchapter B of 
such chapter, such person shall deduct and withhold only the excess of 

“(1) the amount which would be required to be deducted and withheld 
under subsection (b) but for the application of chapter 6, over 

(2) the amount required to be deducted and withheld under subchapter A 
of chapter 6, or the amount deducted and withheld under subchapter B of 
such chapter, whichever is applicable.”’ 

(d) Crepir UNpreR Section 144.—Section 144 (relating to payment of cor- 
poration income tax at source) is hereby amended by striking out the period at 
the end thereof and adding in lieu thereof the following: ‘‘: Provided further, 
That, where any person is required under this section to deduct and withhold a 
tax on an amount on which a tax was required to be deducted and withheld under 
subchapter A of chapter 6, or on an amount on which a tax was deducted and 
withheld under subchapter B of such chapter, such person shall deduct and with- 
hold only the excess of— 

““(1) the amount which would be required to be deducted and withheld 
under this section but for the application of chapter 6, over 

‘(2) the amount required to be deducted and withheld under subchapter A 
of chapter 6, or the amount deducted and withheld under subchapter B of 
such chapter, whichever is applicable.”’ 

(e) INFORMATION AT SouRcE.—Subsections (a) and (b) of section 147 (relating 
to information at source) are hereby amended to read as follows: 

““(a) PAYMENTS OF RENT, SALARIES, INTEREST, Erc.—All persons, in whatever 
capacity acting, including lessees or mortgagors of real or personal property, 
fiduciaries, and employers, making payment to another person, of- 

(1) rent, salaries, wages, premiums, annuities, compensations, remunera- 
tions, emoluments, or other fixed or determinable gains, profits, and income 
(other than payments described in section 148 (a) or 149) of $600 or more in 
any taxable year, or 

(2) interest, upon which tax is required to be deducted and withheld 
under chapter 6, of $300 or more in any taxable year, or 

“(3) interest, upon which tax is not required to be deducted and withheld 
under chapter 6, of $100 or more in any taxable year, 

or, in the case of such payments made by the United States, the officers or em- 
plovees of the United States having information as to such payments and required 
to make returns in regard thereto by the regulations hereinafter provided for, 
shall render a true and accurate return to the Secretary, under such regulations 
and in such form and manner and to such extent as may be prescribed by him, 
setting forth the amount of such gains, profits, and income, and the name and 
address of the recipient of such payment. 
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“(b) Rerurns ReGARDLESS OF AMOUNT OF PaymMENT.—Such returns may be 
required, regardless of amounts, (1) in the case of payments of interest, and (2) in 
the case of collections of items (not payable in the United States) of interest upon 
the bonds of foreign countries and interest upon the bonds of and dividends from 
foreign corporations by persons undertaking as a matter of business or for profit 
the collection of foreign payments of such interest or dividends by means of 
coupons, checks, or bills of exchange. This subsection shall not apply to pay- 
ments of interest (other than coupon-bond interest) upon which tax is required to 
be deducted and withheld under chapter 6.” 

(f) INFORMATION BY CORPORATIONS.—Section 148 (a) (relating to information 
by corporations in the case of dividend payments) is hereby amended by inserting 
a comma in lieu of the period at the end thereof and adding the following: “‘except 
that if the amount of dividends paid to any shareholder during a calendar year is 
less than $300 and tax is required to be deducted and withheld under chapter 6 
upon the entire amount of such dividends, no such return shall be required with 
respect to such shareholder for such calendar year.”’ 

(g) CLeRIcAL AMENDMENT.—Section 169 (b) (relating to taxation of common 
trust funds) is hereby amended by striking out ‘‘or chapter 6” and by striking out 
“chapters” and inserting in lieu thereof ‘“‘echapter.”’ 

(h) Amount oF Crepir CoNSIDERED AS PAYyMEN?T.—Section 322 (a) (2) (relat- 
ing to refunds and eredits) is hereby amended to read as follows: 

(2) TREATMENT OF CREDITS.—The amount of the credit provided in 
section 35 against the tax for any taxable year shall, to the extent thereof, 
be considered as payment of the tax for such year, whether or not the with- 
holding agent has paid to the collector the amount of the tax deducted and 
withheld at the source under subchapter D of chapter 9 or subchapter B of 
chapter 6 or the amount of tax required to be deducted and withheld at 
source under subchapter A of chapter 6.” 

(i) Sprectat Pertop oF LIMITATIONS FOR SMALL ReFuNDs ON Tax WiTHHELD 
AT Source.—Section 322 (b) (relating to statute of limitations on filing claim for 
credit or refund) is hereby amended by adding at the end thereof the following 
new paragraph: 

(7) SPECIAL PERIOD OF LIMITATIONS WITH RESPECT TO CERTAIN OVER- 
PAYMENTS RESULTING FROM TAX WITHHELD ON DIVIDENDS, INTEREST, OR 
ROYALTIES.—In the case of an individual filing a claim for credit or refund of 
an overpayment for a taxable year for which he was not required under 
section 51 (a) to make a return, if the overpayment is attributable to the 
credit allowed under section 35 for tax required to be deducted and withheld 
under subchapter A of chapter 6 (relating to tax withheld at source on divi- 
dends and interest) or for tax deducted and withheld under subchapter B 
of such chapter (relating to tax withheld at source on royalties), in lieu of 
the period of limitation prescribed in paragraph (1), the period shall be seven 
years from the date prescribed by law for filing a return for the taxable year 
witb respect to which the claim is made. In such a case, the amount of 
credit or refund may exceed the portion of the tax paid within the period 
prescribed in paragraph (2), to the extent of the amount of the overpayment 
attributable to such credit allowed under section 35, or to the extent of $2, 
whichever is the lesser.”’ 

(j) PRESUMPTIONS AS TO DaTE oF PAYMENT.—Section 322 (e) (relating to 
presumption as to date of payment) is hereby amended to read as follows: 

‘*(e) PRESUMPTIONS AS TO Date oF PAYMENT.—For the purpose of this see- 
tion 

‘““(1) any amount allowable as a credit under section 32 (relating to credit 
for tax withheld at source on tax-free covenant bonds and on payments to 
nonresident aliens and foreign corporations) or under section 35 (relating 
to credit for tax withheld at source on wages, dividends, interest, and royal- 
ties) shall, in respect of the person entitled to such credit, be deemed to have 
been paid by him on the last day prescribed by law (determined without 
regard to any extension of time granted the taxpayer) for the filing of the 
return for his taxable year with respect to which such amount is allowable 
as a credit; and 

‘““(2) any amount paid as estimated tax for any taxable year shall be 
deemed to have been paid on the last day prescribed by law (determined 
without regard to any extension of time granted the taxpayer) for the filing 
of the return for such taxable year.”’ 
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(k) INTEREST ON OvERPAYMENTs.—Section 3771 (f) is hereby amended to 
read as follows: 

“(f) Tax Wirxusetp at Source anp Estimatrep Tax.— 

““(1) CLAIMS FILED UNDER SPECIAL PERIOD OF LIMITATIONS PROVIDED IN 
SECTION 822 (B) (7).—If credit or refund of the overpayment would be barred 
under section 322 (b) except for paragraph (7) thereof, no interest shall be 
allowed or paid with respect to the overpayment for any period ending prior 
to the expiration of six months after the date on which the claim was filed. 

(2) Cross REFERENCE.—For date of payment in respect of estimated 
tax and tax withheld at source, see section 322 (e).”’ 

(1) Drerinir1ION oF WITHHOLDING AGENT.—Section 3797 (a) (16) is hereby 
amended by striking out ‘‘143 or 144’, and by inserting in lieu thereof ‘143, 144, 
1201, or 1221”’, 

(m) Errecrive Datr.—The amendments made by subsections (a) and (b) 
shall be applicable to taxable years beginning after December 31, 1951. 


PART II—INCREASE IN WITHHOLDING OF TAX AT SOURCE 
ON WAGES 


SEC. 221. PERCENTAGE METHOD OF WITHHOLDING. 


Section 1622 (a) (relating to percentage method of withholding) is hereby 
amended by striking out “18 per centum” and inserting in lieu thereof ‘‘20 per 
centum’’, 


SEC. 222. WAGE BRACKET WITHHOLDING. 


The tables contained in section 1622 (c) (1) (relating to wage bracket with- 
holding) are hereby amended to read as follows: 
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$70 $72 14, 40 9. 20 4.00 0 0 0 0 0 0 | 0 | 0 
$72 $74 14. 80 9. 60 4.40 0 0 0 | oO 0 0 0 i 9 
$74 $76 15.20 | 10.00 | 480! 0 0 ° Le ee o.. P20...) 2 
$76 $78 5.60 10.40 5. 20 0 0 | O / O | Oo |; 0 | 0 | 0 
$78__. $80 16.00 | 10.80 5. 60 . 40 0 ; O i O 0 | 0 %® 0 
$80 $22 16.40 | 11. 20 6. 00 80 0 i O ; O 0 0 0 0 
$82 $84 16.80 | 11.60) 6.40 1. 20 0 0 | 0 | 0 0 |; 0 0 
$84 _.| $86 17.20 | 12.00 6. 80 1. 60 0 i O ; O } O 0 0 oa 
$86. _.| $88 : 17.60 12.40 7. 20 2. 00 0 1; O | 0 | 0 0 |; 0 0 
S88 7 son 18. 00 12. 80 7.60 2. 40 0 ; O 0 ' 0 0 i 0 0 
$90. $92 ¥ 18.40 | 13.20) 8.00! 2.90!] 0 0 0 | 0 0 i 0 0 
$92__. $04 - 18.80 | 13.60 8. 40 3.30 0 0 0 0 0 ; ® | 0 
$o4 $05 19.20 | 14.00 8. 90 3.70 0 ; O i 0 a 0 0 0 
so6 a 19. 60 14. 50 9. 30 4.10 0 i O i } 0 0 i 0 0 
SOR $100 20.00 | 14.90 9.70 4.50 0 ; O i Oo 0 0 |; 0 0 
$100 _.| $102 i 20.50 | 15.30 |) 10.10 4.90 0 | O | O 0 0 | O i O 
$102___ $104 _.| 20.90 | 15.70 | 10.50 5. 30 | 10} 0 i; 0 ; 0 0 i O ; 0 
$104 $106 ; 21.30 | 16.10 | 10.90 |} 5.70 .50) 0 | 0 | 0 0 | oO 0 
$106 S108 21.70 | 16.50 11. 30 6. 10 90 | O ; 0 i 0 0 0 0 
$108 $110 22.10 | 16.90 | 11.70 6.50 | 1.30 0 | O | O 0 0 0 
$110 $112 22.50 | 17.30 | 12.10 6. 90 1.70 0 | 0 | 0 0 0 0 
$112 $114 22.90 17.70] 12.50) 7.20 2.10 0 | 0 | 0 0 0 0 
$114 $116 23.30 | 18.10 | 12.90} 7.70 2. 50 0 | O | 0 0 | O 0 
$116 $118 23.70 | 18.50 | 13.30 8.10 2.90 | 0 ; O 0 0 | 0 0 
$118 $120 24.10 | 18.90 | 13.70 8. 50 3. 30 0 1 0 | 0 0 i O 0 
$120 $124 24.70 | 19.50 | 14.30} 9.10} 3.90] O ; 0 | O 0 0 0 
$124 $128 25.50 | 20.30 | 15.10} 9.90] 4.70] 0 | 0 | 0 0 | 0 0 
$128 : j 26.30 | 21.10 5.90} 10.70} 5.60} .40! 0 |} 0 0 0 0 
$132 $136_....-.| 27.10 | 21.90 | 16.80 | 11.60] 6.40; 1.20] 0 | 0 a |; 0 0 
$136 --} $140... 27.90 | 22.80 7.60 | 12.40 7.20} 2.00] 0 } 0 0 | O 0 
@140 $144 28.80 | 23.60 | 18.40 | 13.20 | 8.00 2.80; 0 | 0 0 0 0 
$144 $148 29.60 | 24.40 | 19.20 | 14.00} & 80] 3.60] 0 0 0 i 0 0 
$148 $152 30.40 | 25.20 | 20.00 | 14.80 9.60 | 4.40] 0 0 0 | 0 0 
$152 $156... 31. 20 | 26.00 | 20.80 | 15.60 | 10.40} 5.20} 0 | 0 | 0 0 0 
$156 $160 --| 32.00 | 26.80 | 21.60 | 16.40 / 11.20) 600) .80/ 0 | 0 | O | Oo 
$160 $164 32.80 | 27.60 | 22.40 | 17.20 | 12.00 6. 80 70; 0 0 | 0 0 
$164 $168__- 33. 60 | 28.40 | 23.20 | 18.00 | 12.80 7.70 | 2.50] 0 0 0 | 0 
$168 $172. ......| 34.40 | 29.20 | 24.00 | 18.80 | 13.70] 850 / 3.30) 0 | 0 i 
$172 $176. _- 35. 20 | 30.00 | 24.90 | 19.70 | 14.50 9. 30 4.10; 0 | 0 0 i O 
$176 $180__.....| 36.00 | 30 90 | 25.70 | 20.50 | 15.30] 10.10] 4.90| 0 | 0 0 0 
$180 .> ao j 31.70 | 26.50 | 21.30 | 16.10 | 10.90} 5.70} 50} 0 i O | O 
$184 __| $188... | 32.50 | 27.30 | 22.80 | 16.90 | 11.70] 6.50| 1.30] 0 a 
$188 --| $192 : 33. 30 | 28.10 | 22.90 | 17.70] 12.50] 7.30] 2.10] 0 0 0 
$192 ..| $196 a 39. 30 | 34.10 | 28.90 | 23.70 | 18.50 | 13.30 8.10 2.90; 0O 0 0 
$196 --| $200.......| 40.10 | 34.90 | 29.70 | 24.50 | 19.30 | 14.10 | 8.90) 3.70) 0 0 | O 
$200 ot Qe a 41.50 | 36.30 | 31.10 | 25.90 | 20.70 | 15.60 | 10.40} 5.20 i; O | 0 | 0 
B10 .......}' Soee.~c- 43.50 | 38.30 | 33.20 | 28.00 | 22.80 | 17.60 | 12.40] 7.20} 2.00}; 0 | O 

eee ee 45.60 | 40.40 | 35.20 | 30.00 | 24.80 | 19.60 | 14.40] 9.20 | 4.00] 0 0 
$230 <ect cans 47.60 | 42.40 | 37.20 | 32.00 | 26.80 | 21.60 | 16.40 | 11.20) 6.00 .90 0 
$240 wou} C500... 49.60 | 44.40 | 39.90 | 34.005 ¢ 23.70 | i850 | 13.30 8.10) 2.90 0 
$250 ‘ a 51.60 | 46.40 | 41.30 | 36.10 | 25.70 | 20.50 | 15.30 | 10.10} 4.90 0 
$260 ..| $270._...._! 53.70 | 48.50 | 43.30 | 38.10 | 27.70 | 22.50 | 17.30 | 12.10} 690); 1.70 
$270.___.._| $980 __ 55.70 | 50.50 | 45.30 | 40.10 | : | 29.70 | 24.50 | 19.30 | 14.10 | 9.00| 3.80 
$280 . a 57.70 | 52.50 | 47.30 | 42.10 | § | 31.80 | 26. 60 | 21.40 | 16.20 | 11.00 5. 80 
$290 $300__.....| 59.70 | 54.50 | 49.40 | 44.20 | 39. | 33.80 | 28. 60 | 23.40 | 18.20 | 13.00 7.80 
$300 j $320... .- 62.80 | 57.60 | 52.40 | 47.20 | 42.00 | 36.80 | 31.60 | 26.40 | 21.20 | 16.00 | 10.90 
$320 $340. ___ 66. 80 | 61.60 | 56.40 | 51.20 | 46.10 | 40 90 | 35.70 | 30.50 | 25.30 | 20.10 | 14.90 
$340__.. $360 ..-| 70.90 | 65.70 | 60.50 | 55.30 | 50.10 44. 90 39.70 | 34.50 | 29.30 | 24.10 | 19.00 
BE $380 = 74.90 | 69.70 | 64.59 | 59.30 | 54.20 | 49.00 | 43.80 | 38.60 | 33.40 | 28.20 | 23.00 
$380 $400._.....| 79.00 | 73.80 | 68.60 | 63.40 | 58.20 | 53.00 | 47.80 | 42.60 | 37.40 | 32.20 | 27. 10 
$400 and over__..-...-- 20 percent of the excess over $400 plus— 











81.00 | 75.80 | 70.60 | 65.40 | 60.20 | 55.00 | 49.80 | | 44.70 | 39. 50 | 34. 30 | 29.10 
' : = ae ! _ —_ ————— 
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“If the payroll period with respect to an employee is semimonthly 











And the wages are-- | And the number of withholding exemptions claimed is— 
: | i a ae a. ae " 10 or 
0 > 6) 0 | 1 : 2 3 | s FF SF 6 7 8 9 
+s OP eet ied hese cechias ot seen more 
| The amount of tax to be withheld shall be— 
Bs $0... O5. 352362 70% of $0 $0 $0 $0 $0 $0 0 $0 $0 oy 
0 $28. ee $5. 90 . 20 0 0 i 0 0 0 0 0 0 0 
0 $30 Bitawssnd onl eee .70| 0 0 0 0 0 ) 0 0 0 
0 $32 $34 6. 70 110/] 0 0 0 0 0 0 0 0 0 
0 I aoe $36_ 7.10 1. 50 0 0 0 0 0 0 0 0 0 
0 $36 $38 7. 50 1.90) 0 0 0 0 0 0 0 0 0 
0 $38__. $40 ! 7.90 | 2.30) 0 0 0 0 0 0 0 0 0 
0 $40 $42 8. 30 2. 70 0 0 i) 0 0 0 0 0 0 
0 $44 8. 70 3.10} 0 0 0 0 0 0 0 0 0 
0 PB Sics3< 9.10 | 3.50 0 0 0 0 0 0 0 0 0 
0 ee 9. 50 3. 90 0 0 0 0 0 0 0 0 0 
0 $50. 4 9. 90 4.30 0 0 0 0 0 0 0 0 0 
0 $52 10. 30 4.70 0 0 0 0 0 0 0 0 0 
0 $54 : 10. 70 5. 10 0 0 0 0 0 0 0 0 0 
0 $56 11.10 5. 50 0 0 0 0 0 0 0 0 0 
0 $58 11. 50 5. 90 30!) 0 0 0 0 0 0 0 0 
0 $60 > 11.90 | 6.30 .70 0 0 0 0 0 0 0 0 
0 $62 ; 12.40 | 6.70 110; 0 0 0 0 0 0) 0 0 
0 S64 12. 80 7.10 1. 50 0 0 0 0 0 0 0 0 
0 $46 13. 20 7.50 1,90 0 0 0 0 0 0 0 0 
0 $68 13.60} 7.90} 2.30] 0 0 0 0 0 0 0 0 
0 $70 + 14. 00 &. 30 2.70 0 0 0 0 0 0 0 0 
0 $72 -.-| 14.40 8. 80 3.10 0 0 0 0 0 0 0 0 
0 $74 can 14. 80 9. 20 3. 0 0 0 0 0 0 0 0 
0 $76 es 15, 20 9. 60 3. 9O 0 0 0 0 0 0 0 0 
0 $78 .--| 15.60 | 10.00 4.30 0 0 0 0 0 0 0 0 
0 eee 16.00 | 10.40 | 4.70) 0 0 0 0 0 0 0 0 
0 $82_......-| 16.40 | 10.80 5. 20 0 0 0 0 0 0 0 0 
0 $84........| 16.80 | 11.20| 5.60] 0 0 0 0 0 0) 0 0 
0 $84 ; a 17. 20 | 11.60 6. 00 .30 0 0 0 0 0 0 0 
0 ee $88__. 17.60 | 12.00} 6.40 .70 |} 0 0 0 0 0 0 0 
0 SSB _...| $90 : 18.00 | 12.40 | 6.80 1.10 0 0 0 0 0 0 0 
0 $90__ $92 _ 18.40 | 12.80 7.20 1. 60 0 0 0 0 0 0 0 
0 $08. .... $94__ 18.80 | 13, 20 7. 60 2.00 | 0 | 0 0 0 0 0 0 
0 $94 ----| $96 ---| 19.20 | 13.60] 8.00] 2.40) 0 0 0 0 0 0 6 
0 $96__. $98 > 19.60 | 14.00} 8.40} 2.80) 0 0 0 0 0 0 0 
0 $98_.......| $100..-...-| 20.00 | 14.40 | 8.80 3.20 | 0 0 0 0 0 0 0 
0 . $100 j $102.___. 20.50 | 14.80 9. 20 3. 60 0 0 0 0 0 0 0 
0 $102.......| $104 20.90 | 15.20 | 9.60] 4.00] 0 0 0 0 0 0 0 
0 $104. -| $106_.-.---| 21.30 | 15.60 | 10.00 4. 40 0 0 0 0 0 0 0 
0 $106___- ae 21.70 | 16.00 | 10.40 4.80 0 | @ 0 0 0 0 0 
0 $108___- $110.... .-| 22.10 | 16.40 | 10.80 | 5.20] 0 0 0 0 0 0 0 
0 $110 $112 22.50 | 16.90 | 11.20 5. 60 0 0 0 0 0 0 0) 
0 $112 $1l4 P 22.90 | 17.30 | 11.60] 6.00 40) 0 0 0 0 0 0 
0 $114 $116___. 23.30 | 17.70 | 12.00] 6.40 80} 0 0 0 0 0 0 
0 $116 $118.......] 23.70 | 18.10 | 12.40] 6.80 1, 20 0 0 0 0 0 0 
0 $118 $120 ...| 24.10 | 18.50 | 12.80] 7.201 1.60] 0 0 0 0 0 0 
0 $120 .-| $124 24.70 | 19.10 | 13.50 7.80 2. 20 0 0 0 0 0 0 
0 $12 $128 ; 25.50 | 19.90 | 14.30} 8.60 3.00 0 0 0 0 0 0 
0 $128 $132 26.30 | 20. 70 15.10 9. 50 3.80 0 0 0 0 0 0 
0 $132 $136 .--| 27.10 | 21. 80 5.90 | 10.30 4.60! 0 0 0 0 0 0 
0 $136 Pn $140 Z 27.90 | 22.30 16.70 | 11.10 5.40 1 O 0 0 0 0 0 
0 $140_..._..| $144 28.80 | 23.10 | 17.50 | 11.90 | 6.30 . 60 0 0 0 0 0 
0 $144 $148 : 29.60 | 23.90 | 18.30 | 12.70] 7.10 1. 40 0 0 0 0 0 
0 $148 --| $152 ‘ 30.40 | 24.80 | 19.10 | 13.50 | 7.90 2. 30 0 0 0 0 0 
0 $152__.....) $156 ---| 31.20 | 25.60 | 19.90 | 14.30 | 8.70] 3.10) 0 0 0 0 0 
0 $166__.....| $160 .--| 32.00 | 26.40 | 20.70 | 15.10 | 9.50] 3.90) 0 0 0) 0 0 
0 $160 --| $164 ---| 32.80 | 27.20 | 21.60 | 15.90 ; 10.30} 4.70| 0 0 ( 0 0 
0 $164 $168 ..-| 33.60 | 28.00 | 22.40 | 16.70 | 11.10 5. 50 0 0 0 0 0 
0 $168__ $172 ‘ 34.40 | 28.80 | 23.20 | 17.60 | 11.90 | 6.30 70} 0 0 0 0 
0 $172 $176 ---| 35.20 | 29.60 | 24.00 | 18.40 | 12.70] 7.10] 1.50] 0 0 0 0 
0 $176__. $180..._..-| 36.00 | 30.40 | 24.80 | 19.20 | 13.50 | 7.90 | 2.30] 0 0 0) 0 
0 $180_.... $184 ---| 36.90 | 31.20 | 25.60 | 20.00 | 14.40 | 8.70 3.10) 0 0 0 0 
0 $184 --| $188 .--| 37.70 | 32.00 | 26.40 | 20.80 | 15.20] 9.50] 3.90] 0 0 0 0 
0 $188_......) $192.___.._| 38.50 32.90 | 27.20 | 21.60 | 16.00 | 10.40 4.70} 0 0 0 0 
0 $192___- $196._.....| 39.30 | 33.70 | 28.00 | 22.40 | 16.80 | 11.20 | 5.50! 0 0 0 0 
0 $196 $200 Bs 40.10 | 34.50 | 28.80 | 23.20 | 17.60 | 12.00 | 6.30 70; 0 0 0 
0 $200.......| $210.....-.| 41.50 | 35.90 | 30.30 | 24.60 | 19.00 | 13.40 | 7.80] 2.10) 0 0 0 
0 $210__.....| $220 ---| 43.50 | 37.90 | 32.30 | 26.70 | 21.00 | 15.40} 9.80 4201 0 0 0 
0 $220.......| $230.......] 45.60 | 39.90 | 34.30 | 28.70 | 23.10 | 17.40 | 11.80 | 6.20 60} 0 0 
0 $230 __. $240 ---| 47.60 | 42.00 | 36.30 } 30.70 | 25.10 | 19.50 | 13.80 &. 20 2. 60 0 0 
0 $240 $250... | 49.60 | 44.00 | 38.40 | 32.70 | 27.10 | 21.50 | 15.90 | 10.20 160 | 0 0 
0 $250____- $260._.....| 51.60 | 46.00 | 40.40 | 34.80 | 29.10 | 23.50 | 17.90 | 12.30 | 6.60 1.00) 0 
0 $260_......| $270......_] 58.70 | 48.00 | 42.40 | 36.80 | 31.20 | 25.50 | 19.90 | 14.30 8. 70 3. 00 0 
0 $270____ $280 | 55.70 | 50.10 | 44.40 | 38.80 | 33.20 | 27.60 | 21.90 | 16.30 | 10.70] 5.10] 0 
1.70 $280 --| $290 | 57.70 | 52.10 | 46.50 | 40.80 | 35.20-| 29.60 | 24.00 | 18.30 | 12.70 | 7.10) 1.50 
3.80 $290 -| $800 ---| 59.70 | 54.10 | 48.50 | 42.90 | 37.20 | 31.60 | 26.00 | 20.40 | 14.70 | 9.10 | 3.50 
5.80 $300 -| $3820._._.--| 62.80 | 57.20 | 51.50 | 45.90 | 40.30 | 34.70 | 29.00 | 23.40 | 17.80 | 12.20 | 6.50 
7.80 $320 -+| $340 .--| 66.80 | 61.20 55.60 | 50.00 | 44.30 | 38.70 | 33.10 | 27.50 | 21.80 | 16.20 | 10.60 
10. 90 $340 | $360 | 70.90 | 65.30 | 59.60 | 54.00 | 48.40 | 42.80 | 37.10 | 31.50 | 25.90 | 20.30 | 14.60 
14. 90 $360 --| $3880__.....| 74.90 | 69.30 | 63.70 | 58.10 | 52.40 | 46.80 | 41.20 | 35.60 | 29.90 | 24.30 | 18.70 
19. 00 $380_......| $400._._- 79.00 | 73.40 67.70 | 62.10 | 56.50 | 50.90 | 45.20 | 39.60 | 34.00 | 28.40 | 22.70 
23 00 $400 ---| $420.......| 83.00 | 77.40 | 71.80 | 66.20 | 60.50 | 54.90 | 49.30 | 43.70 | 38.00 | 32.40 | 26.80 
97.10 $420_._....| $440.......| 87.10 | 81.50 | 75.80 | 70.20 | 64:60 | 59.00 | 53.30 | 47.70 | 42.10 | 36.50 | 30.80 
——— $440....___| $460 } 91.10 | 85.50 | 79.90 | 74.30 | 68.60 | 63.00 | 57.40 | 51.80 | 46.10 | 40.50 | 34.90 
: $460._...._| $480__.._._| 95.20 | 89.60 | 83.90 | 78.30 | 72.70 | 67.10 | 61.40 | 55.80 | 50.20 | 44.60 | 39.90 
29.10 $480__._._.| $500_......| 99.20 | 93.60 ! 88.00 | 82.40 | 76.70 | 71.10 | 65.50 | 59.90 | 54.20 | 48.60 3. 00 
aa $500 and over___.__._.. | 20 percent of the excess over $500 plus 


}101. 30 | 





95.60 | 90.00 | 84.40 | 78.80 | 73.10 | 67.50 | 61.90 | 56.30 | 50.60 | 45.00 
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“Tf the payroll period with respect to an employee is monthly 
_And the wages are— 
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. And the number of withholding exemptions claimed is— 
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Atleast | maples 7. a . | . . iF | ‘| i aie 
than The amount of tax te be withheld shall be— 

20% of 
wage | 90 $0 $0 $0 $0 $0 $0 
70 . 50 0 0 0 0 0 0 
60 1. 30 0 0 0 0 0 0 
40 2.10 0 0 0 0 0 0 
20 2. 90 0 0 0 0 0 0 
00 3.70 0 0 0 0 0 0 
5. 80 4. 50 0 0 0 0 0 0 
60 5. 40 0 0 0 0 0 0 
7. 40 6. 20 0 0 0 0 0 0 
20 7. 00 0 0 0 0 0 0 
00 7.80 0 0 0 0 0 0 
80 8. 60 0 0 0 0 0 0 
70 9. 40 0 0 0 0 0 0 
50 | 10. 20 0 0 0 0 0 0 
30 | 11.00 0 0 0 0 0 0 
10 | 11.80 . 60 0 0 0 0 0 
90 | 12.60 1. 40 0 0 0 0 0 
70 | 13. 50 2. 20 0 0 0 0 0 
50 | 14.30 3. 00 0 0 0 0 0 
3. 30 | 15.10 3. 80 0 0 0 0 0 
7.10 | 15.90 | 4.60 0 0 0 0 0 
90 | 16.70 5. 40 0 0 0 0 0 
3. 80 | 17.50 6. 30 0 0 0 0 0 
60 | 18.30 7.10 0 0 0 0 0 
40 | 19.10 7.90 0 0 0 0 0 
20 | 19.90 8. 70 0 0 0 0 0 
00 | 20.70 9. 50 0 0 0 0 0 
80 | 21.60 | 10.30 0 0 0 0 0 
60 | 22.40 | 11.10 0 0 0 0 0 
40 | 23.20 | 11.90 .70; 0 0 0 0 
20 | 24.00 | 12 70 . 50 0 0 0 0 
00 | 24.80 | 13.50 2. 30 0 0 0 0 
90 | 25.60 | 14.40 3.10 0 0 0 0 
70 | 26.40 | 15.20 3. 90 0 0 0 0 
.50 | 27.20 | 16.00 4.70 0 0 0 0 
30 | 28.00 16.80; 5.50; 0 0 0 0 
10 | 28.80 | 17.60 6.30 | 0 0 0 0 
.90 | 29.70 | 18. 40 7.20 0 0 0 0 
70 | 30.50 | 19.20 8. 00 0 0 0 0 
2.50 | 31.30 | 20.00 &. 80 0 0 0 0 
30 | 32.10 | 20.80 9. 60 0 0 0 0 
.10 | 32.90 | 21.60 | 10.40; 0 0 0 0 
00 | 33.70 | 22.50 | 11.20; O 0 0 0 
80 | 34.50 | 23.30 | 12.00 .80 0 0 0 
60 | 35.30 | 24.10 | 12.80 1. 60 0 0 0 
40 | 36.10 | 24.90 | 13.60 2. 40 0 0 0 
20 | 36.90 | 25.70 | 14.40 3. 20 0 0 0 
40 | 38.20 | 26.90 | 15.70 4. 40 0 0 0 
00 | 39.80 | 28.50 | 17.30 | 6.00) 0 0 0 
70 | 41.40 | 30.20 | 18.90 7.7 0 0 0 
30 | 43.00 | 31.80 | 20. 50 9. 30 0 0 0 
5.90 | 44.60 | 33.40 | 22.10 | 10.90 0 0 0 
$2 7.50 | 46.30 | 35.00 | 23.80 | 12.50 1.30 0 0 
$2 10 | 47.90 | 36.60 | 25.40 | 14.10 2. 90 0 0 
26 80 49.50 | 38.30 | 27.00 | 15.80 4. 50 0 0 
$: 40 | 51.10 | 39.90 | 28.60 7.40 6.10 0 0 
$312 00 52.70 | 41. 50 | 30.20 | 19.00 7.70 0 0 
$320 60 | 54.40 | 43.10 | 31.90 | 20.60 | 9.40! 0 0 
328 20 56.00 | 44.70 | 33.50 | 22.20 | 11.00 0 0 
$336 90 | 57.60 | 46.40 | 35.10 | 23.90 | 12.60 1. 40 0 
$ .50 | 59.20 | 48.00 | 36.70 | 25.50 | 14.20 3.00 0 
$352 10 | 60.80 | 49.60 | 38.30 | 27.10 | 15.80 4.60 0 
% 70 62.50 | 51.20 | 40.00 | 28.70 | 17. 50 6. 20 0 
$36 30 | 64.10 | 52.80 | 41.60 | 30.30 | 19.10 7.80 0 
$376 00 | 65.70 | 54.50 | 43.20 | 32.00 | 20.70 9. 50 0 
$35 ©) | 67.30 | 56.10 | 44.80 | 33.60 | 22.30 | 11.10 0 
$2399 30.20 | 68.90 | 57.70 | 46.40 | 35.20 | 23.90 | 12.70 1 
§ 00 71.80 60.50 | 49.30 | 38.00 | 26.80 | 15.50 4 
$4: $ 10 | 75.80 | 64.60 | 53.30 | 42.10 | 30.80 | 19.60) 8 
$440 $460 91.10 | 79.90 | 68.60 | 57.40 | 46.10 | 34.90 | 23.60 | 12 
$460 $480 95.20 | 83.90 | 72.70 | 61.40 | 50.20 | 38.90 | 27.70 | 16 
$480 $500 99.20 | 88.00 | 76.70 | 65.50 | 54.20 | 43.00 | 31.70 | 20 
$500 $520 103.30 | 92.00 | 80.80 | 69.50 | 58.30 7.00 | 35.80 | 24 
$520 $540 107.30 | 96.10 | 84.80 | 73.60 | 62.30 | 51.10 | 39.80 | 28 
$540 $560 111.40 (100.10 | 88.90 | 77.60 | 66.40 | 55.10 | 43.90 32 
$560 $580 _|115. 40 104. 20 | 92.90 | 81.70 | 70.40 | 59.20 | 47.90 | 36 
$580 $600 119.50 108.20 | 97.00 | 85.70 74.50 | 63.20 | 52.00 | 40 
$600 $640 125.60 114.30 103.10 | 91.80 | 80.60 | 69.30 | 58.10 | 46 
$640 $680 133. 70 122.40 111.20 | 99.90 | 88.70 | 77.40 | 66.20 | 54 
$680 $720 141.80 130.50 (119.30 108.00 | 96.80 | 85.50 | 74.30 | 68. 
$720 $760 149. 90 (138.60 127.40 116.10 |104.90 | 93.60 | 82.40 | 71. 
$760 $800 158.00 (146.70 135. 50 |124.20 (113.00 (101.70 | 90.50 | 79 
$800 $840 166.10 154.80 143.60 132.30 121.10 109.80 | 98.60 | 87. 
$840 $880 174. 20 |162.90 151.70 140.40 (129.20 |117.90 |106.70 | 95 
$880 $920 182.30 171.00 159.80 (148. 50 [137.30 126.00 114.80 |103 
$920 ‘ $950 190.40 (179.10 167.90 [156.60 (145.40 |134.10 |122.90 [111 
$960 $1,000 _.|198. 50 (187.20 (176.00 (164.70 (153. 50 (142. 20 1131.00 (119 


$1,000 and over 


30 [180.00 |168. 80 |157. 50 [146.30 1135.00 |123. 80 |112.50 | 101.30 
= = concenteannennmaneateapeeaniai a eee 
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“Tf the payroll period with respect to an employee is a daily payroll period or a 
miscellaneous payroll period 
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SEC. 223. ADDITIONAL WITHHOLDING OF TAX ON WAGES UPON 
AGREEMENT BY EMPLOYER AND EMPLOYEE. 


Section 1622 (relating to income tax collected at source on wages) is hereby 
amended by adding at the end thereof the following new subsection: 

“(k) AppriTionaL WitHHOLDING.—The Secretary is authorized by regulations 
to provide, under such conditions and to such extent as he deems proper, for 
withholding in addition to that otherwise required under this section in cases in 
which the employer and the employee agree (in such form as the Secretary may 
by regulations prescribe) to such additional withholding. Such additional 
withholding shall for all purposes be considered tax required to be deducted 
and withheld under this subchapter.” 


SEC, 224. EFFECTIVE DATE. 
The amendments made by this part shall be applicable only with respect to 
wages paid on or after September 1, 1951. 


TITLE I1I—MISCELLANEOUS INCOME TAX 
AMENDMENTS 


SEC. 301. TAX TREATMENT IN CASE OF HEAD OF HOUSEHOLD. 

(a) SurTaAx tN Case or Heap or Hovusrenoip.—Section 12 (c) is hereby 
amended to read as follows: 

“(¢) Heap or HouseHoLD.— 

“(1) Rates or surtTAx.—lIn the case of taxable years beginning after 
August 31, 1951, there shall be levied, collected, and paid for each taxable 
vear upon the surtax net income of every individual who is the head of a 
household the surtax shown in the following table: 


If the surtax net income is: The surtax shall be: 

Not over $2,000 17% of the surtax net income. 

Over $2,000 but not over $4,000__- $340, plus 18% of excess over $2,000. 

Over $4,000 but not over $6,000_- $700, plus 21% of excess over $4,000. 

Over $6,000 but not over $8,000__ $1,120, plus 23% of excess over 
$6,000. 

Over $8.000 but not over $10,000__...- $1,580, plus 27% of excess over 
$8.000. 

Over $10,000 but not over $12,000__ $2,120, plus 29% of excess over 
$10,000. 

Over $12,000 but not over $14,000__- $2,700, plus 33% of excess over 
$12,000. 

Over $14,000 but not over $16,000___-. $3,360, plus 36% of excess over 
$14,000. 

Over $16,000 but not over $18,000.._._-__ $4,080, plus 39% of excess over 
$16,000. 

Over $18,000 but not over $20,000_ - $4,860, plus 40% of excess over 
$18,000. 

Over $20,000 but not over $22,000__... $5,660, plus 44% of excess over 
$20,000. 

Over $22,000 but not over $24,000__.._. $6,540, plus 46% of excess over 
$22,000. 

Over $24,000 but not over $26,000__._-. $7,460, plus 48% of excess over 


$24,000. 
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Over $40,000 but not over $44,000_ 


Over $80,000 but not over $90,000 


Over $120,000 but not over $150,000 


Over $200,000 but not over $300,000_.. $139,640, plus 87‘ 


Over $140,000 but not over $160,000 


Over $160,000. 
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If the surtax net income is: The surtax shall be: 
Over $26,000 but not over $28,000_-__-- $8,420, plus 49% of excess over 
Over $28,000 but not over $32,000__ _- - $9,406, pilus 52% of excess over 
Over $32,000 but not over $36,000___- - $11,480, plus 54% of excess over 
Over $36,000 but not over $40,000___ $13,640, plus 57% of excess over 


$36,000. 
rs $15,920, plus 60% of excess over 
$40,000. 


Over $44,000 but not over $50,000__- $18,320, plus 62% of excess over 
Over $50,000 but not over $60,000___- $22,040, plus 65% of excess over 
Over $60,000 but not over $70,000__- 28 540, plus 68% of excess over 
Over $70,000 but not over $80,000__- $35,340, plus 71% of excess over 


$70,000. 
i $42,440, plus 74% of excess over 
$80,000. 


Over $90,000 but not over $100,000__- $49,840, plus 76% of excess over 
S90 .000. 
Over $100,000 but not over $120,000 $57,440, plus 79% of excess over 


$100.000 
i $73,240, plus 81% of excess over 
$120,000 


Over $150,000 but not over $160,000__. $97.540, plus 83% of excess over 
$150,000 
Over $160,060 but not over $180,000__. $105,840, plus 84% of excess over 


$160,000. 


Over $180,000 but not over $200,000 $122,640, plus 85% of excess over 


>180,000. 
® of excess over 
$200,000. 


Over $300,000__-__- ...----- $226,640, plus 88% of excess over 


$300,000. 


In the case of the head of a household whose surtax net income for the 
taxable vear is over $90,000, this paragraph shall not apply if the defense tax 
provided in section 16 is applicable to such taxable year. For percentage 
increase in the amount of tax imposed by this subsection, see section 16. 

(2) SuRTAX NET INCOME OVER $90,000.—In the case of a taxable year 
beginning after August 31, 1951, to which the defense tax provided in section 
16 is applicable, if the surtax net income for the taxable year of an individual 
who is the head of a household is over $90,000, there shall be levied, collected, 
and paid for such taxable vear upon the surtax net income of such indiv idual 
the surtax shown in the following table: 


If the surtax net income is: The surtax shall be: 
Over $90,000 but not over $100,000_._.__ $49,840, plus 75% of excess over 
$90,000. 
Over $100.000 but not over $120,000_._. $57,340, plus 76% of excess over 
$100,000. 
Over $120,000 but not over $140,000... $72,540, plus 78% of excess over 


$120,000. 

ai $88,140, plus 80% of excess over 
$140,000. 

pie en . $104,140, plus 81% of excess over 
$160,000 
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“(3) DEFINITION OF HEAD OF HOUSEHOLD.—For the purposes of this chap- 
ter, an individual shall be considered a head of a household if, and only if, 
such individual is not married at the close of his taxable year and maintains 
as his home a household which constitutes for such taxable year the principal 
place of abode, as a member of such household, of: 

“(A) A son or daughter (including a stepson or stepdaughter) of the 
taxpayer, or a descendant of such son or daughter, but if such son, 
daughter, or descendant is married at the close of the taxpayer’s taxable 
year, only if the taxpayer is entitled to an exemption for the taxable 
year for such person under section 25 (b); or 

‘““(B) Any other person who is a dependent of the taxpayer, if the 
taxpayer is entitled to an exemption for the taxable year for such person 
under section 25 (b). 

An individual shall be considered as maintaining a household only if over half 
of the cost of maintaining the household during the taxable year is furnished 
by such individual. 

“‘(4) DETERMINATION OF status.—For the purposes of this subsection— 

(A) a legally adopted child of a person shall be considered a child 
of such person by blood; 

“(B) an individual who is legally separated from his spouse under a 
decree of divorce or of separate maintenance shall not be considered as 
married ; 

“(C) a taxpayer shall be considered as not married at the close of his 
taxable year if at any time during the taxable year his spouse is a non- 
resident alien; and 

“(D) a taxpayer shall be considered as married at the close of his 
taxable year if his spouse (other than a spouse described in subpara- 
graph (C)) died during the taxable year. 

““(5) NONRESIDENT ALIEN.—For the purposes of this chapter a taxpayer 
shall in no case be considered a head of a household if at any time during 
the taxable year he is a nonresident alien.” 

(b) ErrectivE Date.—The amendment made by subsection (a) shall be ap- 
plicable only with respect to taxable years beginning after August 31, 1951. 
SEC. 302. EXPENDITURES IN THE DEVELOPMENT OF MINES. 

(a) DepucTion oF ExPENpDITURES.—Section 23 (a) (1) (relating to deductions 
from gross income) is hereby amended by adding at the end thereof the following 
new subparagraph: 

*“(D) DEVELOPMENT OF MINES.—Expenditures paid or incurred after 
December 31, 1950, in the development of a mine or other natural de- 
posit (other than an oil or gas well), to the extent paid or incurred after 
the existence of ores or minerals in commercially marketable quantities 
has been disclosed, shall be deductible, on a ratable basis, as the units of 
produced ores or minerals benefited by such expenditures are sold. 
Such expenditures, and the adjustments to basis provided in section 113 
(b) (1) (J), shall not be taken into account in determining the adjusted 
basis of the property for the purpose of computing depletion under sec- 
tion 114. This subparagraph shall not apply to expenditures for the 
acquisition or improvement of property of a character which is subject 
to the allowance for depreciation provided in section 23 (1). For pur- 
poses of this subparagraph, allowances for depreciation shall be con- 
sidered as expenditures.”’ 

(b) Apsustep Basis For DretTerRMINING GAIN oR Loss Upon SALE or Ex- 
CHANGE.—Section 113 (b) (1) (relating to adjusted basis of property) is hereby 
amended by adding at the end thereof the following subparagraph: 

““(J) for amounts allowed as deductions under section 23 (a) (1) (D) 
(relating to certain expenditures in the development of mines) and result- 
ing in a reduction of the taxpayer’s taxes under this chapter, but not less 
than the amounts allowable under such section for the taxable year and 
prior years.” 

(c) TECHNICAL AMENDMENT.—Section 24 (a) (2) (relating to items not de- 
ductible) is hereby amended by adidng after the word “estate” the following: 
«except expenditures for the development of mines or deposits deductible under 
section 23 (a) (1) (D)”. 

(d) Errective Date.—The amendments made by this section shall be appli- 
cable to taxable years ending after December 31, 1950. 
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+7 SEC. 303. GAIN FROM SALE OR EXCHANGE OF TAXPAYER’S RESI- 
lf, DENCE, 
ns 


(a) NONRECOGNITION OF Garin IN CERTAIN CaAsEs.—Section 112 (relating to 
recognition of gain or loss) is hereby amended by adding at the end thereof 
the following new subsection: 
the sé ts A ‘ 2 7 7 _ _ . 11 
(n) Gain From SALE ok EXCHANGE oF RESIDENCE.— 


pal 


on "aN WN ; ate : 
ble (1) NoNRECOGNITION oF GaAIN.—If property (hereinafter in this sub- 
ble section called ‘old residence’) used by the taxpayer as his principal residence 


is sold by him and, within a period beginning one year prior to the date of 
the such sale and ending one year after such date, property (hereinafter in this 
subsection called ‘new residence’) is purchased and used by the taxpayer as 


- his principal residence, gain (if any) from such sale shall be recognized only 
alf to the extent that the taxpayer’s selling price of the old residence exceeds the 
ned taxpayer’s cost of purchasing the new residence. ‘ 

| ‘**(2) RULES FOR APPLICATION OF SUBSECTION.—For the purposes of this 
oa subsection: 


. “(A) An exchange by the taxpayer of his residence for other property 
iild + ee : : aes : 
shall be considered as a sale of such residence, and the acquisition of a 
residence upon the exchange of property shall be considered as a pur- 


Ta ; 

on chase of such residence. 

as Ares wert. ; ‘ ; ; ; 
(B) If the taxpayer’s residence (as a result of its destruction in 

his whole or in part, theft, or seizure) is compulsorily or involuntarily 

an- converted into property or into money, such destruction, theft, or seizure 


shall be considered as a sale of the residence; and if the residence is so 
his converted into property which is used by the taxpayer as his residence, 
such conversion shall be considered as a purchase of such property by 


ra- : 
the taxpayer. 
ver “(C) In the case of an exchange or conversion described in sub- 
ing paragraph (A) or (B), in determining the extent to which the selling 
price of the old residence exceeds the taxpayer’s cost of purchasing the 
aAp- new residence, the amount realized by the taxpayer upon such exchange 
or conversion shall be considered the selling price of the old residence. 
“(D) A residence any part of which was constructed or reconstructed 
by the taxpayer shall be considered as purchased by the taxpayer. In 
ons determining the taxpayer’s cost of purchasing a residence, there shall be 
ing included only so much of his cost as is attributable to the acquisition, 
construction, reconstruction, and improvements made which are properly 
fter chargeable to capital account, during the period specified in paragraph 
de- (1). 
fter “(E) If a residence is purchased by the taxpayer prior to the date 
ties of his sale of the old residence, the purchased residence shall not be 
3 of treated as his new residence if sold or otherwise disposed of by him prior 
Id. to the date of the sale of the old residence. 
113 “(F) If the taxpayer, during the period described in paragraph (1), 
ted purchases more than one residence which is used by him as his principal 
ec- residence at some time within one year after the date of the sale of the 
the old residence, only the last of such residences so used by him after the 
ect date of such sale shall constitute the new residence. If within the one 
yur- year referred to in the preceding sentence property used by the taxpayer 
on- as his principal residence is destroyed, stolen, seized, requestioned, or 
condemned, or is sold or exchanged under threat or imminence thereof, 
ax then for the purposes of the preceding sentence such one year shall be 
aby considered as ending with the date of such destruction, theft, seizure, 
E requsition, condemnation, sale, or exchange. 
(D) (3) Limrration.—The provisions of paragraph (1) shall not be applicable 
ult- with respect to the sale of the taxpayer’s residence if within one year 
less prior to the date of such sale the taxpayer sold at a gain other property 
and used by him as his principal residence, and any part of such gain was not 
recognized by reason of the provisions of paragraph (1). For the purposes 
de- of this paragraph, the destruction, theft, seizure, requisition, or condemnation 
ng: of property or the sale or exchange of property under threat or imminence 
der thereof, shall not be considered as a sale of such property. 
(4) BAsis OF NEW RESIDENCE.— Where the purchase of a new residence 
pli- results, under paragraph (1), in the nonrecognition of gain upon the sale of 


an old residenee, in determining the adjusted basis of the new residence as 
of any time following the sale of the old residence, the adjustments to basis 
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shall include a reduction by an amount equal to the amount of the gain not 
so recognized upon the sale of the old residence. For this purpose, the amount 
of the gain not so recognized upon the sale of the old residence includes 
only so much of such gain as is not recognized by reason of the cost, up to 
such time, of purchasing the new residence. 

(5) TENANT-STOCKHOLDER IN A COOPERATIVE APARTMENT CORPORATION. — 
For the purposes of this subsection, section 113 (b) (1) (K), and section 117 
(h) (7), references to property used by the taxpayer as his principal residence, 
and references to the residence of a taxpayer, shall include stock held by a 
tenant-stockholder (as defined in section 23 (z) (2)) in a cooperative apart- 
ment (as defined in such section) if— 

**(A) in the case of stock sold, the apartment which the taxpayer 

was entitled to occupy as such stockholder was used by him as his principal 
residence, and 

‘(B) in the case of stock purchased, the taxpayer used as his principal 
residence the apartment which he was entitled to occupy as such stock- 
holder. 

““(6) HusBAND AND wiFe.—If the taxpayer and his spouse, in accordance 
with regulations which shall be prescribed by the Secretary pursuant to this 
paragraph, consent to the application of subparagraph (B) of this para- 
graph, then— 

‘‘(A) for the purposes of this subsection, the words ‘taxpayer’s selling 
price of the old residence’ shall mean the selling price (of the taxpayer, or 
of the taxpayer and his spouse) of the old residence, and the words 
‘taxpayer’s cost of purchasing the new residence’ shall mean the cost (to 
the taxpayer, his spouse, or both) of purchasing the new residence 
(whether held by the taxpayer, his spouse, or the taxpayer and his 
spouse) ; and 

““(B) so much of the gain upon the sale of the old residence as is not 
recognized solely by reason of this paragraph, and so much of the ad- 
justment under paragraph (4) to the basis of the new residence as results 
solely from this paragraph, shall be allocated between the taxpayer and 
his spouse as provided in such regulations. 

This paragraph shall apply only if the old residence and the new residence 
are each used by the taxpayer and his spouse as their principal residence. 
In case the taxpayer and his spouse do not consent to the application of 
subparagraph (B) of this paragraph, then the recognition of gain upon the 
sale of the old residence shall be determined under this subsection without 
regard to the rules provided in this paragraph. 

“(7) STATUTE OF LIMITATIONS.—If the taxpayer during a taxable year 
sells at a gain property used by him as his principal residence, then 

‘“‘(A) the statutory period for the assessment of any deficiency attribut- 
able to any part of such gain shall not expire prior to the expiration of 
three years from the date the Secretary is notified by the taxpayer (in 
such manner as the Secretary may be regulations prescribe) of— 

‘(i) the taxpayer’s cost of purchasing the new residence which 
the taxpayer claims results in nonrecognition of any part of such 
gain, 

(ii) the taxpayer’s intention not to purchase a new residence 
within the period specified in paragraph (1), or 

“ (iii) a failure to make such purehase within such period: and 

**(B) such deficiency may be assessed prior to the expiration of such 
three-year period notwithstanding the provisions of any other law or 
rule of law which would otherwise prevent such assessment.” 


(b) TecunicaL AMENDMENTs.— 


(1) Section 112 (f) (relating to involuntary conversions) is hereby amended 
by adding at the end thereof the following: ‘‘This subsection shall not apply, 
in the case of property used by the taxpayer as his principal residence, if 
the destruction, theft, seizure, requisition, or condemnation of the residence, 
or the sale or exchange of such residence under threat or imminence thereof, 
occurred after December 31, 1950.” 

(2) Section 113 (a) (9) (relating to basis of property acquired as a result 
of involuntary conversions) is hereby amended by adding at the end thereof 
the following: ‘‘This paragraph shall not apply in respect of property acquired 
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as a result of a compulsory or involuntary conversion of property used by the 
taxpayer as his principal residence if the destruction, theft, seizure, requisi- 
tion, or condemnation of such residence, or the sale or exchange of such resi- 
dence under threat or imminence thereof, occurred after December 31, 1950.” 
(3) Section 113 (b) (1) (relating to adjusted basis of property) is hereby 
amended by adding at the end thereof the following new subparagraph: 
“(KX) in the case of a residence the acquisition of which resulted, 
uncer the provisions of section 112 (n), in the nonrecognition of any 
part of the gain realized upon the sale, exchange, or involuntary con- 
version of another residence, to the extent provided in section 112 (n) 
(4).” 

(4) Section 117 (h) (relating to determination of holding period) is hereby 
amended by adding at the end thereof the following new paragraph: 

“(7) In determining the period for which the taxpayer has held a residence, 
the acquisition of which resulted under section 112 (n) in the nonrecognition 
of any part of the gain realized on the sale, exchange, or involuntary conver- 
sion of another residence, there shall be included the period for which such 
other residence had been held as of the date of such sale, exchange, or involun- 
tary conversion.” 

(5) Section 276 (relating to period of limitation upon assessment and 
collection) is hereby amended by adding at the end thereof the following: 

““(e) Garn Upon SALE or EXCHANGE OF RESIDENCE.—In the case of a deficiency 
described in section 112 (n) (7), such deficiency may be assessed at any time 
prior to the expiration of the time therein provided.”’ 

(ec) ErrecrivE Date.—The amendments made by this section shall be appli- 
cable to taxable years ending after December 31, 1950, but the provisions of sec- 
tion 112 (mn) (1) and (6) of the Internal Revenue Code shall apply only with 
respect to residences sold (within the meaning of such section) after such date. 
SEC. 304. PERCENTAGE DEPLETION. 

(a) ALLOWANCE OF PERCENTAGE DEPLETION.—So much of paragraph (4) of 
section 114 (b) as precedes the last sentence of subparagraph (A) is hereby 
amended to read as follows: 

““(4) PERCENTAGE DEPLETION FOR COAL AND METAL MINES AND FOR CER- 
TAIN OTHER MINES AND NATURAL MINERAL DEPOSITS.— 

“(A) IN GENERAL.—The allowance for depletion under section 23 (m) 
in the case of the following mines and other natural deposits shall be— 

‘““(i) in the case of asbestos, sand, gravel, stone (including pumice, 
scoria, and slate), brick and tile clay, shale, oyster shell, clam shell, 
granite, and marble, 5 per centum, 

“(ii) in the case of coal, 10 per centum, 

“‘(iii) in the case of metal mines, bauxite, fluorspar, flake graphite, 
vermiculite, beryl, feldspar, mica, tale (including pyrophillite), 
lepidolite, spodumene, barite, ball and sagger clay, china clay, 
phosphate rock, rock asphalt, trona, bentonite, gilsonite, thenardite 
(including thenardite from brines or mixtures of brine), potash, 
borax, fuller’s earth, tripoli, refractory and fire clay, quartzite, 
perlite, diatomaceous earth, metallurgical grade limestone, and 
chemical grade limestone, 15 per centum, and 

“(iv) in the ease of sulfur, 23 per centum, of the gross income 
from the property during the taxable year, excluding from such gross 
income an amount equal to any rents or royalties paid or incurred 
by the tax-payer in respect of the property.”’ 

(b) TeEcHNIcAL AMENDMENT.—So much of paragraph (2) of section 114 (b) as 
precedes ‘‘discovered by the taxpayer after February 28, 1913” is hereby amended 
to read as follows: 

(2) DIsCOVERY VALUE IN THE CASE OF MINES.—In the case of mines 
(except mines in respect of which percentage depletion is allowable under 
paragraph (4) of this subsection)’’. 

(c) Errective Date.—The amendments made by this section s} 


} 
il 


all be appli- 
cable only with respect to taxable vears beginning after December 31, 1950. 
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SEC, 305. CAPITAL GAINS AND LOSSES. 


(a) TREATMENT OF LonG-TeERM CapiTat Gains AND LossEs.— 

(1) AMENDMENT OF SECTION 23.—Section 23 (relating to deductions from 
gross income) is hereby amended by adding at the end thereof the following 
new subsection: 

(ec) Lone-Term Capita, Garns.—In the case of a taxpayer other than a 
corporation, the deduction for long-term capital gains provided in section 117 (b).” 

(2) AMENDMENT OF SECTION 117 (b).—Section 117 (b) (relating to treat- 
ment of long-term capital gains and losses) is hereby amended to read as 
follows: 

‘“(b) Depuction From Gross INcome.— In the case of a taxpayer other than a 
corporation, if for any taxable vear the net long-term capital gain exceeds the net 
short-term capital loss, 50 per centum of the amount of such excess shall be 4 
deduction from gross income. In the case of an estate or trust, the deduction 
shall be computed by excluding the portion (if any), of the gains for the taxable 
year from sales or exchanges of capital assets, which, under section 162 (b) or (c), 
is includible by the income beneficiaries as gain derived from the sale or exchange of 
capital assets.”’ 

(b) ALTERNATIVE Tax.—Section 117 (c) (2) (relating to alternative tax) is 
hereby amended to read as follows: 

(2) OTHER TAXPAYERS.—If for any taxable year the net long-term capital 
gain of any taxpayer (other than a corporation) exceeds the net short-term 
capital loss, there shall be levied, collected, and paid, in lieu of the tax im- 
posed by sections 11 and 12 (or, in the case of certain tax-exempt trusts, in 
lieu of the tax imposed by section 421), a tax determined as follows, if and 
only if such tax is less than the tax imposed by such section: 

“(A) A partial tax shall first be computed upon the net income reduced 
by an amount equal to 50 per cen*um of such excess, at the rates and in 
the manner as if this subsection had not been enacted. 

“(B) There shall then be ascertained an amount equal to 25 per 
centum of the excess of the net long-term capital gain over the net 
short-term capital loss. In the case of taxable years to which the defense 
tax provided in section 16 (c) is applicable, such amount shall be increased 
by the percentage specified in such section. 

“(C) The total tax shall be the partial tax computed under sub- 
paragraph (A) plus the amount computed under subparagraph (B).” 

(c) TECHNICAL AMENDMENTS.— 

(1) AMENDMENT OF SECTION 22 (n).—Section 22 (n) (relating to the defini- 
tion of adjusted gross income) is hereby amended by striking out the word 
“and”’ at the end of paragraph (5), by striking out the period at the end of 
paragraph (6) and inserting in lieu thereof ‘‘; and’’, and by inserting after 
paragraph (6) the following new paragraph: 

mS, C cnatinahis CAPITAL GAINS.—The deduction allowed by section 
23 (ec).” 

(2) AMENDMENT OF SECIION 117 (a).—Paragraphs (2) and (4) of section 
117 (a) (relating to definitions of short-term capital gain and long-term capital 
gain) are each hereby amended by striking out ‘“‘net income”’ and inserting in 
lieu thereof ‘“‘gross income’’. 

(3) AMENDMENT OF SECTION 117 (j).—Section 117 (j) (2) (A) (relating to 
gains and losses from involuntary conversion and from the sale or exchange 
of certain property used in the trade or business) is hereby amended to read 
as follows: 

(A) In determining under this paragraph whether gains exceed 
losses, the gains described therein shall be included only if and to the 
extent taken into account in computing gross income and the losses 
described therein shall be included only if and to the extent taken into 
account in computing net income, except that subsection (d) shall not 
apply.” 

. (4) AMENDMENT OF SECTION 122 (d) (4).—Section 122 (d) (4) (relating to 
computation of net operating loss deduction) is hereby amended to read as 
follows: 

(4) The amount deductible on account of losses from sales or exchanges 
of capital assets shall not exceed the amount includible on account of gains 
from such sales or exchanges. The deduction provided in section 23 (ec) 
shall not be allowed.”’ 
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(5) AMENDMENT OF SECTION 162 (a).—Section 162 (a) (relating to com- 
putation of net income of estates and trusts) is hereby amended by striking 
out the semicolon and inserting in lieu thereof a period and the following: 
‘“‘Where any amount of the income so paid or set aside is attributable to 
gain from the sale or exchange of capital assets held for more than six 
months, proper adjustment of the deduction otherwise allowable under this 
subsection shall be made for any deduction allowable to the trust under 
section 23 (ce).”’ 

(d) Errective Date.—The amendments made by this section shall be appli- 
cable only with respect to taxable years beginning on or after the date of the 
enactment of this hes In determining under section 117 (e) of the Internal 
Revenue Code the amount of the carry-over to a taxable year beginning on or, 
after such date, of the capital loss for a taxable year beginning before such date 
such amendments shall not affect the computation of the amount of the net 
capital loss or of the net capital gain for any taxable year beginning before such 
date. 


SEC. 306. SALES OF LIVESTOCK 


Effective with respect to taxable years beginning after December 31, 1950, 
section 117 (j) (1) is hereby amended by adding at the end thereof the following 
new sentence: ‘Such term also includes livestock held by the taxpayer for draft, 
breeding, or dairy purposes for 12 months or more.” 


SEC. 307. TAX TREATMENT OF COAL ROYALTIES 


(a) DEFINITION OF PRopERTY USED IN THE TRADE OR BusINEss.—Section 117 
(j) (1) (relating to the definition of property used in the trade or business) is 
hereby amended by adding after the word “‘timber’’ in the second sentence thereof 
the following: “‘or coal.’’ 

(b) Garin or Loss Upon Certain Disposats or TIMBER OR Coau.—Section 
117 (k) (2) (relating to the disposal of timber) is hereby amended to read as follows: 

**(2) In the case of the disposal of timber or coal (held for more than 6 
months prior to such disposal) by the owner thereof under any form or type of 
contract by virtue of which the owner retains an economic interest in such 
timber or coal, the difference between the amount received for such timber or 
coal and the adjusted depletion basis thereof shall be considered as though it 
were a gain or loss, as the case may be, upon the sale of such timber or 
coal. Such owner shall not be entitled to the allowance for percentage 
depletion provided for in section 114 (b) (4) with respect to such coal. In 
the case of coal, this paragraph shall not apply if such owner is personally 
obligated to pay a share of the cost of mining operations.” 

(ec) CLERICAL AMENDMENT.—The heading to section 117 (k) (relating to the 
gain or loss upon the cutting of timber) is hereby amended to read as follows: 
“*(k) Garin oR Loss IN THE CASE OF TIMBER OR CoAL.—’’. 

(d) ErrectiveE Datr.—The amendments made by this section shall be appli- 
cable only with respect to taxable years ending after December 31, 1950 (whether 
the disposal of the coal occurred on, before, or after such date), but shall apply 
only with respect to amounts received or accrued after such date. 


SEC. 308. COLLAPSIBLE CORPORATIONS 


(a) Derinitrions With Respect To CoLLAPsIBLE CoRPORATIONS.—Section 
117 (m) (2) (relating to definitions with respect to collapsible corporations) is 
hereby amended to read as follows: 

(2) DEFINITIONS.— 

(A) For the purposes of this subsection, the term ‘collapsible corpora- 
tion’ means a corporation formed or availed of principally for the 
manufacture, construction, or production of property, for the pur- 
chase of property which (in the hands of the corporation) is property 
described in subsection (a) (1) (A), or for the holding of stock in a 
corporation so formed or availed of, with a view to— 

(i) the sale of exchange of stock by its shareholders (whether in 
liquidation or otherwise), or a distribution to its shareholders, 
prior to the realization by the corporation manufacturing, con- 
structing, producing, or purchasing the property of a substantial 
part of the net income to be derived from such property, and 

“(ii) the realization by such shareholders of gain attributable to 
such property. 


‘ 
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“(B) For the purposes of subparagraph (A), a corporation shall be 
deemed to have manufactured, constructed, produced, or purchased 
property, if— 

“(i) it engaged in the manufacture, construction, or production 
of such property to any extent, 

““Gi) it holds property having a basis determined, in whole or in 
part, by reference to the cost of such property in the hands of a 
person who manufactured, constructed, produced, or purchased the 
property, or 

(iii) it holds property having a basis determined, in whole or in 

part, by reference to the cost of property manufactured, constructed, 
produced, or purchased by the corporation.” 

(b) LimrraTions ON APPLICATION OF SECTION 117 (m).-—Subparagraphs (A), 
(B), and (C) of section 117 (m) (3) (relating to the limitations on the application 
of section 117 (m)) are hereby amended to read as follows: 

**(A) this subsection shall not apply unless, at any time after the 
commencement of the manufacture, construction, or production of the 
property, or at the time of the purchase of the property described in 
subsection (a) (1) (A) or at any time thereafter, such shareholder (i) 
owned (or was considered as owning) more than 10 per centum in value 
of the outstanding stock of the corporation, or (ii) owned stock which 
was considered as owned at such time by another shareholder who then 
owned (or was considered as owning) more than 10 per centum in value 
of the outstanding stock of the corporation; 

‘“*(B) this subsection shall not apply to the gain recognized during a 
taxable year unless more than 70 per centum of such gain is attributable 
to the property so manufactured, constructed, produced, or purchased; 
and 

““(C) this subsection shall not apply to gain realized after the expira- 
tion of three years following the completion of such manufacture, con- 
struction, production, or purchase.” 

(c) Errective Dare.—The amendment made by this section shall be applic- 
able to taxable years beginning after December 31, 1950. The determination of 


the tax treatment of gains realized in taxable years beginning prior to January 1, 


1951, shall be made as if this section had not been enacted and without inferences 
drawn from the fact that the amendment to section 117 (m) made by this section 
is not expressly made applicable to gains realized in taxable years beginning prior 
to such date and without inferences drawn from the limitations contained in 
section 117 (m), as amended by this section. 


SEC. 309. DEALERS IN SECURITIES—CAPITAL GAINS AND ORDINARY 
LOSSES. 


Effective with respect to sales or exchanges made after the expiration of the 
thirtieth day after the date of the enactment of this Act, section 117 is hereby 
amended by adding at the end thereof the following new subsection: 

““(n) DEALERS IN SECURITIES.— 

(1) CapiraL Gatns.—Gain by a dealer in securities from the sale or 
exchange of any security shall in no event be considered as gain from the sale 
or exchange of a capital asset unless— 

““(A) the security was, prior to the expiration of the thirtieth day 
after the date of its acquisition or after the date of the enactment of the 
Revenue Act of 1951 (whichever is the later), clearly identified in the 
dealer’s records as a security held for investiment; and 

““(B) the security was not, at any time after the expiration of such 
thirtieth day, held by such dealer primarily for sale to customers in the 
ordinary course of his trade or business. 

**(2) ORDINARY LOSsSES.—Loss by a dealer in securities from the sale or 
exchange of any security shall in no event be considered as loss from the sale 
or exchange of property which is not a capital asset if at any time after the 
thirtieth day following the date of the enactment of the Revenue Act of 
1951 the security was clearly identified in the dealer’s records as a security 
held for investment. 

““(3) DEFINITION OF sECURITY.—For the purposes of this subsection the 
term ‘security’ means any share of stock in any corporation, certificate of 
stock or interest in any corporation, note, bond, debenture, or evidence of 
indebtedness, or any evidence of an interest in or right to subscribe to or 
purchase any of the foregoing.” 
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SEC. 310. TREATMENT OF GAIN ON SALES OF CERTAIN PROPERTY 
BETWEEN SPOUSES AND BETWEEN AN INDIVIDUAL AND 
A CONTROLLED CORPORATION. 


(a) DISALLOWANCE OF CapiTraL GAIN TREATMENT.—Section 117 (relating to 
capital gains and losses) is hereby amended by adding at the end thereof the 
following new subsection: 

““(o) Gain From SALE OF CERTAIN PROPERTY BETWEEN SPOUSES OR BETWEEN 
AN,INDIVIDUAL AND A CONTROLLED CORPORATION.— 

(1) TREATMENT OF GAIN AS ORDINARY INCOME.—In the case of a sale or 
exchange, directly or indirectly, of property described in paragraph (2)— 

“(A) between a husband and wife; or 

“(B) between an individual and a corporation more than 50 per 
centum in value of the outstanding stock of which is owned, directly or 
indirectly, by or for such individual, 

any gain recognized to the transferor from the sale or exchange of such 
property shall be considered as gain from the sale or exchange of property 
which is neither a capital asset nor property described in subsection (j). 

“‘(2) SUBSECTION APPLICABLE ONLY TO SALES OR EXCHANGES OF DEPRE- 
CIABLE PROPERTY.—This subsection shall apply only in the case of a sale or 
exchange of property by a transferor which in the hands of the transferee is 
property of a character which is subject to the allowance for depreciation 
provided in section 23 (1). 

‘*(3) SrocK OWNERSHIP.—For the purposes of determining, in applying 
paragraph (1) (B), the ownership of stock— 

““(A) stock owned, directly or indirectly, by or for a corporation, 
partnership, estate, or trust, shall be considered as being owned propor- 
tionately by or for its shareholders, partners, or beneficiaries; 

“‘(B) an individual shall be considered as owning the stock owned, 
directly or indirectly, by or for his spouse; 

“(C) if an individual owns more than 10 per centum in value of the 
outstanding stock of a corporation (including stock considered as owned 
by him under subparagraphs (A) and (B) ), such individual shall be 
considered as owning the stock owned in such corporation, directly or 
indirect!y, by or for his brothers and sisters (whether by the whole or the 
half blood), ancestors, and lineal descendants; 

““(D) stock constructively owned by a person by reason of the appli- 
cation of subparagraph (A) shall, for the purpose of applying subpara- 
graph (A), (B), or (C), be treated as actually owned by such person, 
but stock constructively owned by an individual by reason of the appli- 
‘ation of subparagraph (B) or (C) shall not be treated as owned by him 
for the purpose of applying either such subparagraph in order to make 
another the constructive owner of such stock.” 

(b) Errective Darre.—The amendment made by subsection (a) shall be 
applicable with respect to taxable years ending after April 30, 1951, but shall 
apply only with respect to sales or exchanges made after May 3, 1951. 


SEC, 311. LIFE INSURANCE COMPANIES. 


(a) ReseERVE AND OrnHeR Ponicy Liapitiry Crepir ror 1951.—So much of 
section 202 (b) (2) (relating to definition of reserve and other policy liability 
credit) as precedes subparagraph (A) thereof is hereby amended to read as follows: 

(2) SPECIAL RULE FOR 1949, 1950, AND 1951.—In the case of the taxes im- 
posed for a taxable year beginning in 1949, 1950, or 1951, the figure to be 
used for such year shall be computed as provided in paragraph (1) except 
that—’’. 

(b) Errective Datr.—The amendment made by subsection (a) shall be 
applicable to taxable years beginning in 1951. 


SEC. 312. TAX TREATMENT OF CERTAIN INVESTMENT COMPANIES. 


(a) INCLUSION OF CERTAIN REGISTERED MANAGEMENT COMPANIES IN THE 
DEFINITION OF REGULATED INVESTMENT ComPANY.—Section 361 (relating to 
definition of regulated investment companies) is hereby amended by adding at the 
end thereof the following new subsection: 

“(c) CerTAIN INVESTMENT CompaNIEs.—If the Securities and Exchange 
Commission determines in accordance with regulations issued by it, and certifies 
to the Secretary not more than 60 days prior to the close of the taxable vear of a 
registered management company, that such investment company is principally 
engaged in the furnishing of capital to other corporations which are principally 
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engaged in the development or exploitation of inventions, technological develop- 
ments, new processes, or products not previously generally available, such invest- 
ment company may, in the computation of 50 per centum of the value of its 
assets under subparagraph (A) of subsection (b) (3) for any quarter of such 
taxable year, include with respect to any issuer securities which constitute more 
than 10 per centum of the outstanding voting securities of such issuer if the 
investment company has not continuously held any security of such issuer (or of 
any predecessor company of such issuer as determined under regulations prescribed 
by the Secretary) for 10 or more years preceding such quarter of such taxable year. 
The provisions of this subsection shall not apply at the close of any quarter of a 
taxable year to an investment company if at the close of such quarter more than 
25 per centum of the value of its total assets is represented by securities of issuers 
with respect to each of which the investment company holds more than 10 per 
centum of the outstanding voting securities of such issuer and in respect of each 
of which or any predecessor thereof the investment company has continuously 
held any security for 10 or more years preceding such quarter unless the value of its 
total assets so represented is reduced to 25 per centum or less within 30 days 
after the close of such quarter. The terms used in this subsection shall have the 
same meaning as in subsection (b) (3) of this section. For the purposes of this 
subsection, a corporation shall be considered to be principally engaged in the 
development or exploitation of inventions, technological improvements, new 
processes, or products not previously generally available, for at least 10 years 
after the date of the first acquisition of any security in such corporation or any 
predecessor thereof by such investment company if at the date of such acquisition 
the corporation or its predecessor was principally so engaged. For the purposes 
of the certification hereunder, the Securities and Exchange Commission shall have 
authority to issue such rules, regulations, and orders, and to conduct such investi- 
gations and hearings, either public or private, as it may deem appropriate.” 

(b) TecunicaAL AMENDMENT.—Section 361 (b) (3) (A) is hereby amended by 
inserting after ‘‘the total assets of the taxpayer and”’ the following: ‘‘, except and 
to the extent provided in subsection (c),’’. 

(c) Errective Date.—The amendments made by this section shall be appli- 
cable only with respect to taxable years beginning after December 31, 1950. 


SEC. 313. FAMILY PARTNERSHIPS. 


(a) DEFINITION OF PARTNER.—Section 3797 (a) (2) is hereby amended by 
adding at the end thereof the following: ‘“‘A person shall be recognized as a 
partner for income-tax purposes if he owns a capital interest in a partnership in 
which capital is a material income-producing factor, whether or not such interest 
was derived by purchase or gift from any other person.”’ 

(b) ALLOCATION OF PARTNERSHIP INCOME.—Supplement F of chapter 1 is 
hereby amended by adding at the end thereof the following new section: 


“SEC. 191. FAMILY PARTNERSHIPS. 


“In the ease of any partnership interest created by gift, the distributive share of 
the donee under the partnership agreement shall be includible in his gross income, 
except to the extent that such share is determined without allowance of reasonable 
compensation for services rendered to the partnership by the donor, and except 
to the extent that the portion of such share attributable to donated capital is 
proportionately greater than the share of the donor attributable to the donor’s 
capital. The distributive share of a partner in the earnings of the partnership 
shall not be diminished because of absence due to military service. For the 
purpose of this section, an interest purchased by one member of a family from 
another shall be considered to be created by gift from the seller, and the fair 
market value of the purchased interest shall be considered to be donated capital. 
The ‘family’ of any individual shall include only his spouse, ancestors, and lineal 
descendants, and any trust for the primary benefit of such persons.”’ 

(ec) Errective Datr.—The amendments made by this section shall be appli- 
cable with respect to taxable years beginning after December 31, 1950. The 
determination as to whether a person shall be recognized as a partner for income 
tax purposes for any taxable year beginning before January 1, 1951 shall be made 
as if this section had not been enacted and without inferences drawn from the 
fact that this section is not expressly made applicable with respect to taxable 
years beginning before January 1, 1951. 
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TITLE IV—EXCISE TAXES 


Part I—Tax on Admissions and Cabarets 


SEC, 401. REMOVAL OF TAX ON FREE ADMISSIONS. 


Section 1700 (a) (1) (relating to tax on single or season tickets) is hereby 
amended by striking out the second and fourth sentences thereof. 


SEC, 402. EXEMPTIONS FROM ADMISSIONS TAX. 


(a) ReinsTATEMENT OF PReEwaR EXemrrions.—Notwithstanding section 541 
(b) of the Revenue Act of 1941, the provisions of section 1701 (relating to exemp- 
tions from the admissions tax) shall apply to amounts paid on or after the effec- 
tive date specified in section 403 of this Act for admissions on or after such date. 

(b) AMENDMENT OF Section 1701 (a).—Section 1701 (a) (relating to religious, 
educational, or charitable entertainments) is hereby amended to read as follows: 

“‘(a) Revicious, EDUCATIONAL, OR CHARITABLE ENTERTAINMENTS, Etc.— 

““(1) In GeENERAL.—Except as provided in paragraph (2), any admissions 
all the proceeds of which inure— 

**(A) exclusively to the benefit of religious, educational, or charitable 
institutions, societies, or organizations, societies for the prevention of 
cruelty to children or animals, or societies or organizations conducted 
for the sole purpose of maintaining symphony orchestras and receiving 
substantial support from voluntary contributions or of maintaining a 
cooperative or community center moving-picture theatre—if no part 
of the net earnings thereof inures to the benefit of any private stock- 
holder or individual; 

“(B) exclusively to the benefit of National Guard organizations, 
Reserve Officers’ associations or organizations, posts or organizations of 
war veterans, or auxiliary units or societies of any such posts or organi- 
zations, if such posts, organizations, units, or societies are organized in 
the United States or any of its possessions, and if no part of their net 
earnings inures to the benefit of any private stockholder or individual; or 

“(C) exclusively to the benefit of a police or fire department of any 
city, town, village, or other municipality, or exclusively to a fund for 
the sole benefit of members of such a police or fire department or the 
dependents or heirs of such members. 

‘(2) NONEXEMPT ADMISSIONS.—-The exemption provided under paragraph 
(1 shall not apply in the case of admissions to (A) any athletic game or exhibi- 
tion unless the proceeds inure exclusively to the benefit of an elementary or 
secondary school, (B) wrestling matches, prize fights, or boxing, sparring, or 
other pugilistic matches or exhibitions, or (C) carnivals, rodeos, or circuses 
in which any professional performer or operator participates for compen- 
sation.” 

(c) Apmissrons TO MuntcipaL SwiMMINnG Poots, Erc.—Section 1701 is hereby 
amended by striking out the period at the end of subsection (c) and inserting in 
lieu thereof “‘; or’ and by adding at the end of such section the following new 
subsection: 

““(d) MunicrPaL SwIMMING Poots, Etc.—Any admissions to swimming pools, 
bathing beaches, skating rinks, or other places providing facilities for physical 
exercise, operated by any State or political subdivision thereof or by the United 
States or any agency or instrumentality thereof—if the proceeds therefrom inure 
exclusively to the benefit of the State, political subdivision, United States, agency, 
or instrumentality. For the purposes of this subsection the term ‘State’ includes 
Alaska, Hawaii, and the District of Columbia.” 


SEC, 403. EFFECTIVE DATE OF AMENDMENTS RELATING TO ADMIS- 
SIONS. 


The amendments made by sections 401 and 402 shall be applicabie with respect 
to amounts paid on or after the first day of the first month which begins more than 


ten days after the date of the enctment of this Act for admissions on or after such 
date. 


SEC. 404. TAX ON CABARETS, ROOF GARDENS, ETC. 

(a) BALLROOMS AND Dance Hauus.—Section 1700 (e) (1) (relating to tax on 
cabarets, roof gardens, etc.) is hereby amended by inserting after the second 
sentence thereof the following new sentence: “In no case shall such term include 
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any ballroom, dance hall, or other similar place where the serving or selling of 
food, refreshment, or merchandise is merely incidental, unless such place would 
be considered, without the application of the preceding sentence, as a ‘roof garden, 
cabaret, or other similar place’.”’ 

(b) ErrectivE Datrgs.—The amendment made by subsection (a) shall be ap- 
plicable only with respect to periods after 10 antemeridian on the first day of the 
first month which begins more than ten days after the date of the enactment of 


this Act. 
PART II—TAX ON CIGARETTES 


SEC. 421. TAX ON CIGARETTES. 

(a) INCREASE IN RatEe.—Section 2000 (c) (2) (tax on cigarettes) is hereby 
amended by striking out ‘$3.50’ and inserting in lieu thereof ‘$4’. 

(b) Errective Dare.—The amendment made by subsection (a) shall take 
effect on the first day of the first month which begins more than 10 days after 
the date of the enactment of this Act. 


SEC, 422. FLOOR STOCKS TAX ON CIGARETTES. 

Section 2000 (relating to tax on tobacco, etc.) is hereby amended by adding at 
the end thereof the following new subsection: 

“(f) 1951 FLtoor Srocxs Tax.— 

(1) Tax.—Upon cigarettes subject to tax under this section weighing not 
more than three pounds per thousand, which on the effective date of section 
421 of the Revenue Act of 1951 are held by any person for sale, there shall be 
levied, assessed, collected, and paid a floor stocks tax at a rate equal to the 
increase in rate of tax made applicable to such cigarettes by the Revenue Act 
of 1951. 

(2) Returns.—Every person required by this subsection to pay any floor 
stocks tax shall, on or before the end of the month next following the month 
in which section 421 (a) of the Revenue Act of 1951 takes effect, under such 
regulations as the Secretary shall prescribe, make a return and pay such tax, 
except that in the case of such cigarettes held by manufacturers and import- 
ers, the Secretary may collect the tax with respect to such cigarettes by means 


of stamps rather than return, and in such case may make an assessment 


against such manufacturer or importer having cigarette tax stamps on hand on 
the effective date of such section for the difference between the amount paid 
for such stamps and the increased rate imposed by such section. 

(3) LAws APPLICABLE.—All provisions of law, including penalties, ap- 
plicable in respect of the taxes imposed by section 2000, shall, insofar as ap- 
plicable and not inconsistent with this subsection, be applicable with respect 
to the floor stocks tax imposed by this subsection.” 


PART III—RETAILERS’ EXCISE TAXES 
SEC. 431. TAX ON LIGHTERS. 


Section 2400 (relating to retailers’ excise tax on jewelry, etc.) is hereby amended 
by striking out in the first sentence thereof the words ‘‘and binoculars.”’ and insert- 
ing in lieu thereof the following: “binoculars; and mechanical lighters for cigarettes, 
cigars, or pipes.” 


SEC. 432. RETAILERS’ EXCISE TAX ON TOILET PREPARATIONS. 

(a) Basy Ors, Etrc.—Section 2402 (a) is hereby amended by adding at the end 
thereof the following new sentence: ‘‘The tax imposed by this subsection shall not 
apply to lotion, oil. powder, or other article intended to be used or applied only in 
the care of babies.” 

(b) SaALeEs TO BARBER SuHops, Erc.—Section 2402 (b) is hereby amended to 
read as follows: 

“(b) Beauty Partors, Erc.—For the purposes of subsection (a), the sale of 
any article described in such subsection to any person operating a barber shop, 
beauty parlor, or similar establishment for use in the operation thereof, or for re- 
sale, shall not be considered as a sale at retail. The resale of such article at retail 
by such person shall be subject to the provisions of subsection (a).”’ 


SEC. 433. EFFECTIVE DATE OF PART III. 


The amendments made by this part shall apply only to articles sold on or after 
the first day of the first month which begins more than ten days after the date 
of the enactment of this Act. 
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PART IV—DIESEL FUEL 
SEC. 441. DIESEL FUEL USED IN HIGHWAY VEHICLES. 


(a) Imposition Or Tax.—The Internal Revenue Code is hereby amended by 
adding after chapter 19 the following new chapter: 


“CHAPTER 20—DIESEL FUEL 
“SEC. 2450. TAX ON DIESEL FUEL. 


‘‘There is hereby imposed a tax of 2 cents a gallon upon any liquid (other than 
any product taxable under section 3412) 
““(1) sold by any person to an owner, lessee, or other operator of a diesel- 
powered highway vehicle, for use as a fuel in such vehicle, or 
(2) used by any person as a fuel in a diesel-powered highway vehicle 
unless there was a taxable sale of such liquid under clause (1). 


“SEC. 2451. RETURNS AND PAYMENT. 


‘““(a) REQUIREMENT.—Every person liable for tax under this chapter shall make 
returns and pay the taxes due to the collector for the district in which is located 
his principal place of business, or if he has no principal place of business in the 
United States, then to the collector at Baltimore, Marvland. Such returns shall 
contain such information and be made at such times and in such manner as the 
Secretary may by regulations prescribe. 

“(b) InreEREstT.—The tax shall, without assessment or notice, be due and 
payable to the collector at the time prescribed for filing the return. If the tax is 
not paid when due, there shall be added as part of the tax interest at the rate of 
6 per centum per annum from the time when the tax became due until paid. 


“SEC. 2452. CREDITS AND REFUNDS. 

““(a) Non-TaxaBLe Use or SALE By VENDEE.—A credit against tax under 
this chapter, or a refund, may be allowed or made to a person in the amount of 
tax paid by him under this chapter with respect to his sale of any liquid to a vendee 
for use as fuel in a diesel-powered highway vehicle, if such person establishes, in 
accordance with regulations prescribed by the Secretary, that 

‘“(1) the vendee used such liquid otherwise than as fuel in such a vehicle 
or resold such liquid, and 
‘*(2) such person has repaid or agreed to repay the amount of such tax to 
such vendee, or has obtained the consent of the vendee to the allowance of 
the credit or refund. 
No interest shall be allowed with respect to any amount of tax credited or refunded 
under the provisions of this subsection. 

“(b) Proor RequrRED IN CASE OF CERTAIN OVERPAYMENTS.—NO oOverpay- 
ment of tax under this chapter shall be credited or refunded (otherwise than under 
subsection (a)) in pursuance of a court decision or otherwise, unless the person 
who paid the tax establishes, in accordance with regulations prescribed by the 
Secretary, (1) that he has not included the tax in the price of the article with 
respect to which it was imposed, or collected the amount of tax from the vendee, 
or (2) that he has repaid the amount of the tax to the ultimate purchaser of the 
article, or files with the Secretary written consent of such ultimate purchaser to 
the allowance of the credit or refund. 


“SEC. 2453. TAX-FREE SALES. 

“Under regulations prescribed by the Secretary, no tax under this chapter 
shall be imposed with respect to the sale of any liquid for the exclusive use of any 
State, Territory of the United States, or any political subdivision of the foregoing, 
or the District of Columbia, or with respect to the use by any of the foregoing of 
any liquid as fuel in a diesel-powered highway vehicle. 

“SEC. 2454. APPLICABILITY OF ADMINISTRATIVE PROVISIONS. 

“All provisions of law (including penalties) applicable in respect of the taxes 
imposed by section 2700 shall, insofar as applicable and not inconsistent with this 
chapter, be applicable in respect of the taxes imposed by this chapter. 

“SEC. 2455. RULES AND REGULATIONS. 

‘The Secretary shall prescribe and publish all needful rules and regulations for 
the enforcement of this chapter.” 

(b) ErrectivE Datre.—The amendment made by subsection (a) shall take 
effect on the first day of the first month which begins more than ten days after the 
date of the enactment of this Act. 
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PART V—LIQUOR 


SEC. 451. INCREASE IN TAX ON DISTILLED SPIRITS FROM $9 TO $10.50 
PER GALLON. 


(a) DistrLLep Sprrits GENERALLY.—Section 2800 (a) (1) is hereby amended 
by striking out “$6” and inserting in lieu thereof ‘$10.50’’. 

(b) IMporTED PERFUMES CONTAINING D1sTILLED Sprrits.—Section 2800 (a) (3) 
is hereby amended by striking out ‘$6’ and inserting in lieu thereof ‘$10.50”’. 

(c) FLoor Stocks Tax.—Section 2800 is amended by inserting at the end 
thereof the following new subsection: 

““(1) 1951 FLoor Stocks Tax.— 

“(1) Tax.—Upon all distilled spirits upon which the internal revenue tax 
imposed by law has been paid, and which on the effective date of section 
451 (a) of the Revenue Act of 1951, are held and intended for sale or for use 
in the manufacture or production of any article intended for sale, there shall 
be levied, assessed, collected, and paid a floor stocks tax of $1.50 on each 
proof-gallon, and a proportionate tax at a like rate on all fractional parts of 
such proof-gallon. 

(2) Rerurns.—Under such regulations as the Secretary shall prescribe, 
every person required by paragraph (1) to pay any floor stocks tax shall, 
on or before the end of the thirtieth day following the effective date of 
section 451 (a) of the Revenue Act of 1951 make a return and shall, on or 
before the first day of the third month following such effective date, pay such 
tax. Payment of the tax shown to be due may be extended to a date not 
later than the first day of the tenth month following the effective date of 
such section upon the filing of a bond for payment thereof in such form and 
amount and with such surety or sureties as the Secretary may prescribe. 

(3) Laws APPLICABLE.—AIll provisions of law, including penalties, appli- 
cable in respect of internal revenue taxes on distilled spirits shall, insofar as 
applicable and not inconsistent with this subsection, be applicable in respect 
of the floor stocks tax imposed hereunder. For the purposes of this subsection 
the term ‘distilled spirits’ shall include products produced in such manner 
that the person producing them is a rectifier within the meaning of section 
3254 (g).” 

SEC. 452. WINES. 
(a) INCREASE IN Rate or Tax.— 

(1) STiLu winEs.—So much of section 3030 (a) (1) (A) (tax on still wines, 
etc.) as precedes the second sentence thereof is hereby amended to read as 
follows: 

(A) Imposition.—Upon all still wines, including vermouth, and all 
artificial or imitation wines or compounds sold as still wine, produced in 
or imported into the United States on or after the effective date of 
section 452 (a) of the Revenue Act of 1951, or which on such date were 
on any winery premises or other bonded premises or in transit thereto 
or at any custom house, the’e shall be levied, collected, and paid taxes 
at rates as follows, when sold, or removed for consumption or sale: 

“On wines containing not more than 14 per centum of absolute 
alcohol, 17 cents per wine-gallon, the per centum of alcohol under this 
section to be reckoned by volume and not by weight; 

“On wines containing more than 14 per centum and not exceeding 
21 per centum of absolute alcohol, 67 cents per wine-gallon; 

“On wines containing more than 21 per centum and not exceeding 
24 per centum of absolute alcohol, $2.25 per wine-gallon; 

‘All such wines containing more than 24 per centum of absolute 
alcohol by volume shall be classed as distilled spirits and shall pay tax 
accordingly.” 

(2) SPARKLING WINES, LIQUEURS, AND CORDIALS.—Section 3030 (a) (2) 
(tax on sparkling wines, liqueurs, and cordials) is hereby amended as follows: 

(A) By striking out “after June 30, 1940, or which on July 1, 1940’’ 
and inserting in lieu thereof “on or after the effective date of section 
452 (a) of the Revenue Act of 1951, or which on such date’’; 

(B) By striking out “10 cents’ and inserting in lieu thereof ‘17 
cents’; and 

(C) By striking out ‘5 cents” each place it occurs and inserting in lieu 
thereof ‘12 cents’’. 

(b) FLoor Srocxs.—Subchapter F of chapter 26 is hereby amended by inserting 
at the end thereof the following new section: 
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“SEC. 3195. 1951 FLOOR STOCKS TAX ON WINES. 


“‘(a) Upon all wines upon which the internal revenue tax imposed by law has 
been paid, and which on the effective date of section 452 (a) of the Revenue Act 
of 1951 are held and intended for sale or for use in the manufacture or production 
of an article intended for sale, there shall be levied, assessed, collected, and paid 
a floor stocks tax at rates equal to the increases in rates of tax made applicable to 
such articles by section 452 (a) of the Revenue Act of 1951. 

‘*(b) Returns.—Under such regulations as the Secretary shall prescribe 
every person required by subsection (a) to pay any floor stocks tax shall, on or 
before the end of the thirtieth day following the effective date of section 452 (a) 
of the Revenue Act of 1951 make a return and shall, on or before the first day of 
the third month following such effective date, pay such tax. Payment of the tax 
shown to be due may be extended to a date not later than the first day of the 
tenth month following the effective date of section 452 (a) of the Revenue Act of 
1951, upon the filing of a bond for payment thereof in such form and amount and 
with such surety or sureties as the Secretary may prescribe. 

‘“(c) Laws APPLICABLE.—AIl provisions of law, including penalties, applicable 
in respect of the taxes imposed by section 3030 (a) shall, insofar as applicable and 
not inconsistent with this section, be applicable with respect to the floor stocks 
tax imposed by subsection (a).”’ 


SEC, 453. FERMENTED MALT LIQUOR. 


(a) INCREASE IN Tax ON FERMENTED Matt Liquors From $8 To $9 PER 
BarRREL.—Section 3150 (a) (tax on fermented malt liquors) is hereby amended 
(1) by striking out “$7” and inserting in lieu thereof ‘‘$9’’, and (2) by striking 
out the second sentence thereof. 

(b) Fioor Stocks Tax.—Section 3150 is hereby amended by inserting at the 
end thereof the following new subsection: 

“(g) 1951 FLoor Stocks Tax.- 

“(1) Tax.—Upon all fermented malt liquors upon which the internal 
revenue tax imposed by law has been paid, and which on the effective date 
of section 453 (a) of the Revenue Act of 1951 are held by any person and 
intended for sale there shall be levied, assessed, collected, and paid a floor 
stocks tax at a rate of $1 per barrel of 31 gallons. 

(2) Retrurns.—Under such regulations as the Secretary shall prescribe, 
every person required by paragraph (1) to pay any floor stocks tax shall, 
on or before the end of the thirtieth day following the effective date of section 
453 (a) of the Revenue Act of 1951 make a return and shall, on or before 
the first day of the third month following such effective date, pay such tax. 
Payment of the tax shown to be due may be extended to a date not later than 
the first day of the tenth month following the effective date of section 453 (a) 
of the Revenue Act of 1951, upon the filing of a bond for payment thereof 
in such form and amount and with such surety or sureties as the Secretary 
may prescribe. 

(3) Laws AppLicanLeE.—All provisions of law, including penalties, appli- 
cable in respect of the taxes imposed by subsection (a) shall, insofar as 
applicable and not inconsistent with this subsection, be applicable with 
respect to the floor stocks tax imposed by this subsection.” 


SEC. 454. CLERICAL AMENDMENT. 
The table contained in section 1650 (relating to the war tax rates of certain 
miscellaneous taxes) is hereby amended by striking out the following: 
**2800 (a) (1) ..-.-.--| Distilled Spirits | $6 per gallon $9 per gallon. 
2800 (a) (3)_-- Paana | Imported Perfumes Contain- $6 per gallon--. $9 per gallon. 


| ing Distilled Spirits. | 
nial Still Wines: 


| (1) Not over 14% of alcohol 10 cents per gallon 15 cents per gallon. 
(2) Over 14% and not over 40 cents per gallon 60 cents per gallon. 
21% of Alcohol. 
(3) Over 21% and not over | $1 per gallon. $2 per gallon. 
24% of Alcohol. | 
3030 (a) (2) = Sparkling Wines, Liqueurs, | 
and Cordials: | 
(1) Champagne or Spark- | 10 cents per half-pint | 15 cents per half-pint or 
ling Wine. or fraction thereof fraction thereof. 
(2) Artificially Carbonated | 5cents per half-pint or | 10 cents per half-pint or 
Wine. fraction thereof fraction thereof. 
(3) Liqueurs, Cordials, Ete.| 5 cents per half-pint or | 10 cents per half-pint or 
fraction thereof fraction thereof. 
3150 Fermented Malt Liquors | $7 per barrel $8 per barrel.’”’ 


SEC. 455. EFFECTIVE DATE OF PART V. 
The amendments made by this part shall take effect on the first day of the first 
month which begins more than 10 days after the date of the enactment of this Act. 
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PART VI—OCCUPATIONAL TAXES 


SEC. 461. DEALERS IN LIQUORS. 


(a) WHOLESALE DeEALerRs IN Liquors.—Section 3250 (a) (1) (relating to occu- 
pational tax on wholesale dealers in liquors) is hereby amended by striking out 
$110” and inserting in lieu thereof ‘‘$200’’. 

(b) Rerar, DeEALERs In Liquors.—Section 3250 (b) (1) (relating to occupa- 
tional tax on retail dealers in liquors) is hereby amended by striking out ‘$27.50’ 
and inserting in lieu thereof ‘‘$50’’. 

(c) WHOLESALE DEALERS IN Matt Liquors.—Section 3250 (d) (1) (relating to 
tax on wholesale dealers in malt liquors) is hereby amended by striking out ‘'$55’’ 
and inserting in lieu thereof ‘‘$100’’. 


SEC. 462. DRAWBACK IN THE CASE OF DISTILLED SPIRITS USED 
IN THE MANUFACTURE OF CERTAIN NONBEVERAGE 
PRODUCTS. 


(a) Drawpack.—Section 3250 (1) (5) (relating to manufacture of certain non- 
beverage products) is hereby amended by striking out “$3.75” and inserting in 
lieu thereof ‘$9.50’’. 

(b) Errective Date.—The amendment made by subsection (a) shall be appli- 
cable only with respect to distilled spirits used on or after the first day of the first 
month which begins more than ten days after the date of the enactment of this 
Act, and on which the internal revenue tax was paid at the rate of $10.50 specified 
in section 2800 (a) (1) or at a rate equivalent to such rate. 

(c) TecHnticaAL AMENDMENT.—Section 309 (c) of the Revenue Act of 1943 is 
hereby amended by adding at the end thereof the following: ‘Subsection (b) 
shall not be applicable in any case in which drawback is allowed at the rate of 
$9.50 under section 3250 (1) (5) of the Internal Revenue Code, as amended by 
the Revenue Act of 1951.” 


SEC. 463. TAX ON COIN-OPERATED GAMING DEVICES. 

Section 3267 (a) (tax on coin-operated gaming devices) is hereby amended by 
striking out “‘$150’’ wherever appearing therein and inserting in lieu thereof 
**$250’’. 


SEC. 464. TAX ON BOWLENG ALLEYS AND BILLIARD AND POOL TABLES. 
(a) INCREASE IN RatTe.—Section 3268 (relating to rate of tax) is hereby amended 
by striking out ‘$10’ and inserting in lieu thereof ‘‘$25’’. 
(b) CLiertcAL AMENDMENT.—The table contained in section 1650 (relating to 
the war tax rates of certain miscellaneous taxes) is hereby amended by striking 
out the following: 


SE 8. cchrmdaneens Billard and Pool Tables; | $10 per year per table; | $20 per year per table; $20 
and Bowling Alleys. $10 per year per alley. per year per alley.” 


SEC. 465. EFFECTIVE DATE OF PART VI. 

The amendments made by sections 461, 463, and 464 shall take effect on the 
first day of the first month which begins more than ten days after the date of the 
enactment of this Act. In the case of the year beginning July 1, 1951, where the 
trade or business on which the tax is imposed was commenced prior to the first day 
of the month specified in the preceding sentence, the increase in tax resulting from 
such amendments shall be reckoned proportionately from the first day of such 
month to and including the thirtieth day of June following and shall be due on, 
and payable on or before, the last day of the month specified in the preceding 
sentence. 


Part VII— Wagering 


SEC. 471. WAGERING TAXES. 


(a) ImposiTion oF Taxes.—Subtitle B (relating to miscellaneous taxes) is 
hereby amended by inserting after chapter 27 the following new chapter: 
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“CHAPTER 27A—WAGERING TAXES 


“Subchapter A—Tax on Wagers 
“SEC, 3285. TAX. 


““(a) Wacers.—There shall be imposed on wagers, as defined in subsection (b), 
an excise tax equal to 10 per centum of the amount thereof. 

“(b) Derinirions.—For the purposes of this chapter— 

““(1) The term ‘wager’ means (A) any wager with respect to a sports event 
or a contest placed with a person engaged in the business of accepting such 
wagers, (B) any wager placed in a wagering pool with respect to a sports 
event or a contest, if such pool is conducted for profit, and (C) any wager 
placed in a lottery conducted for profit. 

“(2) The term ‘lottery’ includes the numbers game, policy, and similar 
tvpes of wagering. The term does not include (A) any game of a type in 
which usually (i) the wagers are placed, (ii) the winners are determined, and 
(iii) the distribution of prizes or other property is made, in the presence of all 
persons placing wagers in such game, and (B) any drawing conducted by an 
organization exempt from tax under section 101, if no part of the net proceeds 
derived from such drawing inures to the benefit of any private shareholder 
or individual. 

“(¢) Amount oF Wacer.—In determining the amount of any wager for the 
purposes of this subchapter, all charges incident to the placing of such wager 
shall be included; except that if the taxpayer establishes, in accordance with 
regulations prescribed by the Secretary, that an amount equal to the tax imposed 
by this subchapter has been collected as a separate charge from the person placing 
such wager, the amount so collected shall be excluded. 

‘“(d) Persons LiaBLe ror Tax.—Each person who is engaged in the business 
of accepting wagers shall be liable for and shall pay the tax under this subchapter 
on all wagers placed with him. Each person who conducts any wagering pool 
or lottery shall be liable for and shall pay the tax under this subchapter on all wagers 
placed in such pool or lottery. 

‘‘(e) Exc iusions From Tax.—No tax shall be imposed by this subchapter (1) 
on any wager placed with, or on any wager placed in a wagering pool conducted by, 
a parimutuel wagering enterprise licensed under State law, and (2) on any wager 
placed in a coin-operated device with respect to which an occupational tax is 
imposed by section 3267. 

“(f) TerriroriaL Exrent.—The tax imposed by this subchapter shall apply 
only to wagers (1) aecepted in the United States, or (2) placed by a person who is 
in the United States (A) with a person who is a citizen or resident of the United 
States, or (B) in a wagering pool or lottery conducted by a person who is a citizen 
or resident of the United States. 


“SEC. 3286. CREDITS AND REFUNDS. 


‘‘(a) ‘No overpayment of tax under this subchapter shall be credited or refunded 
(otherwise than under subsection (b)), in pursuance of a court decision or other- 
wise, unless the person who paid the tax establishes, in accordance with regulations 
prescribed by the Secretary, (1) that he has not collected (whether as a separate 
charge or otherwise) the amount of the tax from the person who placed the wager 
on which the tax was imposed, or (2) that he has repaid the amount of the tax to 
the person who placed such wager, or unless he files with the Secretary written 
consent of the person who placed such wager to the allowance of the credit or the 
making of the refund. In the case of any laid-off wager, no overpayment of tax 
under this subchapter shall be so credited or refunded to the person with whom 
such laid-off wager was placed unless he establishes, in accordance with regulations 
prescribed by the Secretary, that the provisions of the preceding sentence have 
been complied with both with respect to the person who placed the laid-off wager 
with him and with respect to the person who placed the original wager. 

“(b) Where any taxpayer lays off part or all of a wager with another person who 
is liable for tax under this subchapter on the amount so laid off, a credit against the 
tax imposed by this subchapter shall be allowed, or a refund shal! be made to, the 
taxpayer laying off such amount. Such credit or refund shall be in an amount 
which bears the same ratio to the amount of tax which such taxpayer paid under 
this subchapter on the original wager as the amount so laid off bears to the amount 
of the original wager. Credit or refund under this subsection shall be allowed or 
made only in accordance with regulations prescribed by the Secretary; and no 
interest shall be allowed with respect to any amount so credited or refunded. 
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““SEC, 3287. CERTAIN PROVISIONS MADE APPLICABLE. 

“‘All provisions of law, including penalties, applicable with respect to any tax 
imposed by section 2700 shall, insofar as applicable and not inconsistent with the 
provisions of this subchapter, be applicable with respect to the tax imposed by 
this subchapter. In addition to all other records required pursuant to section 
2709, each person liable for tax under this subchapter shall keep a daily record 
showing the gross amount of all wagers on which he is so liable. 


‘“‘Subchapter B—Occupational Tax 


**SEC. 3290. TAX. 

‘‘A special tax of $50 per year shall be paid by each person who is liable for tax 
under subschapter A or who is engaged in receiving wagers for or on behalf of 
any person so liable. 

“*SEC. 3291. REGISTRATION. 

‘‘(a) Each person required to pay a special tax under this subchapter shall 
register with the collector of the district— 

‘“‘(1) his name and place of residence; 

(2) if he is liable for tax under subchapter A, each place of business where 
the activity which makes him so liable is carried on, and the name and place 
of residence of each person who is engaged in receiving wagers for him or 
on his behalf; and 

‘“*(3) if he is engaged in receiving wagers for or on behalf of any person 
liable for tax under subchapter A, the name and place of residence of each 
such person. 

‘““(b) Where subsection (a) requires the name and place of residence of a 
firm or company to be registered, the names and places of residence of the several 
persons constituting the firm or company shall be registered. 

‘““(c) In accordance with regulations prescribed by the Secretary, the collector 
may require from time to time such supplemental information from any person 
required to register under this section as may be needful to the enforcement of 
this chapter. 

“SEC, 3292. CERTAIN PROVISIONS MADE APPLICABLE. 

“Sections 3271, 3273 (a), 3275, 3276, 3277, 3279, and 3280 shall extend to and 
apply to the special tax imposed by this subchapter and to the persons upon whom 
it is imposed, and for that purpose any activity which makes a person liable for 
special tax under this subchapter shall be considered to be a business or occupation 
described in chapter 27. No other provision of subchapter B of chapter 27 
shall so extend or apply. 

**SEC. 3293. POSTING. 

‘Every person liable for special tax under this subchapter shall place and 
keep conspicuously in his principal place of business the stamp denoting the pay- 
ment of such special tax; except that if he has no such place of business, he shall 
keep such stamp on his person, and exhibit it, upon request, to any officer or 
employee of the Bureau of Internal Revenue. 


**“SEC. 3294. PENALTIES. 

“‘(a) Farturge To Pay Tax.—Any person who does any act which makes him 
liable for special tax under this subchapter, without having paid such tax, shall, 
besides being liable to the payment of the tax, be fined not less than $1,000 and 
not more than $5,000. 

“(b) FarturE To Post or Exuipir Stamp.—Any person who, through negli- 
gence, fails to comply with section 3293, shall be liable to a penalty of $50, and 
the cost of prosecution. Any person who, through willful neglect or refusal, fails 
to comply with section 3293, shall be liable to a penalty of $100, and the cost of 
prosecution. 

““(e) WittruL VrioLaTions.—The penalties prescribed by section 2707 with 
respect to the tax imposed by section 2700 shall apply with respect to the tax 
imposed by this subchapter. 
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‘‘Subchapter C—Miscellaneous Provisions 


**SEC. 3297. APPLICABILITY OF FEDERAL AND STATE LAWS. 


“The payment of any tax imposed by this chapter with respect to any activity 
shall not exempt any person from any penalty provided by a law of the United 
States or of any State for engaging in the same activity, nor shall the payment 
of any such tax prohibit any State from placing a tax on the same activity for 
State or other purposes. 


“SEC, 3298. INSPECTION OF BOOKS. 


“Notwithstanding section 3631, the books of account of any person liable for 
tax under this chapter may be examined and inspected as frequently as may be 
needful to the enforcement of this chapter.’ 

(b) TecHNICAL AMENDMENT.—Section 3310 (f) (relating to discretion allowed 
the Commissioner with respect to returns and payment of tax) is hereby amended 
by inserting after “subchapter A of chapter 25,” the following: ‘subchapter A 
of chapter 27A,”’. 


SEC. 472. EFFECTIVE DATE OF PART VII. 


The tax imposed by subchapter A of chapter 27A, as added by section 471, 
shall apply only with respect to wagers placed on or after the first day of the first 
month which begins more than 10 days after the date of enactment of this Act. 
No tax shall be payable under subchapter B of chapter 27A, as added by section 
471, with respect to any period prior to the first day of the first month which 
begins more than 10 days after the date of enactment of this Act. 


Part ViII—Manufacturers’ Excise Taxes 


SEC. 481. AUTOMOBILES, TRUCKS, AND PARTS OR ACCESSORIES. 

(a) INCREASE IN Tax on Truck*s.—Section 3403 (a) (tax on trucks, busses, 
etc.) is hereby amended by striking out “5 per centum”’ and inserting in lieu 
thereof ‘8 per centum’’. 

(b) INCREASE IN TAX ON PASSENGER AUTOMOBILES AND MororcycLes.— 
Section 3403 (b) (tax on automobile chassis and bodies, etc.) is hereby amended 
to read as follows: 

“(b) OrnrerR CHAssis AND BoptkEs, ETC.— 

“(1) Other automobile chassis and bodies, chassis and bodies for trailers 
and semitrailers (other than house trailers) suitable for use in connection 
with passenger automobiles, and motorcycles (including in each case parts 
or accessories therefor sold on or in connection therewith or with the sale 
thereof), except tractors, 10 per centum. 

“*(2) Chassis and bodies for house trailers (including in each case parts or 
accessories therefor sold on or in connection therewith or with the sale 
thereof), 7 per centum. 

A sale of an automobile, trailer, or semi-trailer shall, for the purposes of this 
subsection, be considered to be a sale of the chassis and of the body.” 

(c) INCREASE IN TAX ON Parts OR ACCESSORIES.—Section 3403 (c) (tax on 
parts or accessories for automobiles, etc.) is hereby amended by striking out 
“5 per centum”’ and inserting in lieu thereof “8 per centum’’. 

(d) Respuitt Parts orn AccEessories.—Section 3403 (c) (tax on parts or 
accessories) is hereby amended by adding at the end thereof the following: ‘In 
determining the sale price of a rebuilt automobile pari or accessory there shall 
be excluded from the price, in accordance with regulations prescribed by the 
Secretary, the value of a like part or accessory accepted in exchange.”’ 

(e) TECHNICAL AMENDMENT.—Section 3403 (e) (relating to certain credits 
against the tax imposed by section 3403) is hereby amended by striking out “in 
the case of an article taxable under subsection (a), 5 per centum, and in the ease 
of an article taxable under subsection (b), 7 per centum’’ and inserting in lieu 
thereof ‘‘in the case of an article taxable under subsection (a), 8 per centum, in 
the case of an article taxable under subsection (b) (1), 10 per centum, and in 
the case of an article taxable under subsection (b) (2), 7 per centum”’. 
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(f) Parts orn ACCESSORIES FOR FarM EquipMEeNT.—Section 3443 (a) (3) (A 
is hereby amended by striking out the period at the end of clause (v) and inserting 
in lieu thereof a semicolon, and by inserting after clause (v) the following: 

‘““(vi) in the case of articles taxable under section 3403 (ce) (other 
than spark plugs, storage batteries, leaf springs, coils, timers, and 
tire cheins), used or resold for use as repair or replacement parts 
or accessories for farm equipment (other than equipment taxable 
under subsection (a) or (b) of section 3403):’’. 

(g) ErrectiveE Date or Sussection (f).—-The amendment made by subsection 
(f) shall be effective with respect to articles purchased (by the user thereof) on or 
after the first day of the first month which begins more than ten days after the 
date of the enactment of this Act. 

(h) ReMovat or Tax on Tires For Toys, Erc.—Paragraph (1) of section 3400 
(a) (relating to tax on tires) is hereby amended by adding at the end thereof the 
following: ‘‘The tax imposed by this paragraph shall not apply to (A) tires which 
are not more than 20 inches in diameter and not more than one and three-fourths 
inches in cross-section, if such tires are of all-rubber construction (whether hollow 
center or solid) without fabric or metal reinforcement, or (B) tires of extruded 
tiring with internal wire fastening agent.’’ 


SEC. 482. NAVIGATION RECEIVERS SOLD TO THE UNITED STATES. 

(a) EXEMPTION ON SALES TO UNITED States or Cerrarin Rapio Sets.—Sec- 
tion 3404 (a) (relating to manufacturers’ excise tax on radio receiving sets, ete.) 
is hereby amended by adding at the end thereof the following new sentence: ‘‘'No 
tax shall be imposed under this subsection with respect to the sale to the United 
States for its exclusive use of a communication, detection, or navigation receiver 
of the type used in commercial, military, or marine installations.” 

(b) Tax-FREE Sates or Rapio Parts.—Section 3404 (b) (relating to manu- 
facturers’ excise tax on component parts of radio receiving sets, etc.) is hereby 
amended by adding at the end thereof the following new sentence: ‘‘Under regu- 
lations prescribed by the Secretary, no tax shall be imposed under this subsection 
with respect to the sale of any article for use by the vendee as material in the 
manufacture or production of, or as a component part of, communication, detec- 





tion, or navigation receivers of the type used in commercial, military, or marine 


installations if such receivers are to be sold by the vendee to the United States 
for its exclusive use. If any article sold tax-free to such vendee is not so used by 
him, or being so used the receiver is not so sold, the vendee shall be considered as 
the manufacturer or producer of such article.” 

(c) Rerunp IN Case oF Use oF Parts.—Section 3443 (a) (1) (relating to credits 
and refunds) is hereby amended to read as follows: 

““(1) to a manufacturer or producer, in the amount of any tax under this 
chapter which has been paid with respect to the sale of— 

““(A) any article (other than a tire, inner tube, or automobile radio or 
television receiving set taxable under section 3404) purchased by him 
and used by him as material in the manufacture or production of, or as 
a component part of, an article with respect to which tax under this 
chapter has been paid, or which has been sold free of tax by virtue of 
section 3442, relating to tax-free sales; 

““(B) any article described in section 3404 (b) purchased by him and 
used by him as material in the manufacture or production of, or as a 
component part of, communication, detection, or navigation receivers 
of the tvpe used in commercial, military, or marine installations if such 
receivers have been sold by him to the United States for its exclusive 
use.”’ 

(d) Rerunp rn Case or ReEsaLE TO UNITED StTatEs.—Section 3443 (a) (3) (A) 
is hereby amended by adding at the end thereof the following: 

““(vii) in the case of a communication, detection, or navigation re- 
ceiver of the type used in commercial, military, or marine installa- 
tions, resold to the United States for its exclusive use.’’ 

(e) Use By MANUFACTURER OF TAXABLE Parts.—Section 3444 (b) (relating 
to tax on use by manufacturer of taxable articles) is hereby amended by adding 
at the end thereof the following: “This section shall not apply with respect to 
the use by the manufacturer, producer, or importer of articles described in section 
3404 (b) if such articles are used by him as material in the manufacture or pro- 
duction of, or as a component part of, communication, detection, or navigation 
receivers of the type used in commercial, military, or marine installations if such 
receivers are to be sold to the United States for its exclusive use.”’ 
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(f) Errective Dates.—The amendments made by subsections (a) and (b) 
shall take effect as provided in section 489. The amendments made by subsec- 
tions (c) and (e) shall be applicable with respect to articles used in receivers sold 
to the United States on or after the first day of the first month which begins 
more than ten days after the date of the enactment of this Act, and the amend- 
ment made by subsection (d) shall be applicable with respect to articles resold 
to the United States on or after such first day. 


SEC, 483. REPEAL OF TAX ON CERTAIN SPORTING GOODS; INCREASE 
IN TAX ON REMAINING SPORTING GOODS. 


Section 3406 (a) (1) (relating to manufacturers’ excise tax on sporting goods) 
is hereby amended to read as follows: 

“(1) Sportine Goops.—Badminton nets; badminton rackets (measuring 22 
inches over-all or more in length); badminton racket frames (measuring 22 inches 
over-all or more in length); badminton racket string; badminton shuttle-cocks; 
badminton standards; baseballs; baseball bats (measuring 26 inches or more in 
length); baseball body protectors and shin guards; baseball gloves and mitts; 
baseball masks; billiard and pool tables (measuring 45 inches over-all or more in 
length); billiard and pool balls and cues for such tables; bowling balls and pins; 
clay pigeons and traps for throwing clay pigeons: croquet balls and mallets; 
curling stones; deck tennis rings, nets, and posts; fishing rods, creels, reels, and 
artificial lures, baits, and flies; golf bags (measuring 26 inches or more in length); 
golf balls; golf clubs (measuring 30 inches or more in length); polo balls; polo 
mallets; skis; ski poles; snow shoes; squash balls; squash rackets (measuring 
22 inches over-all or more in length); squash racket frames (measuring 22 inches 
over-all or more in length); squash racket string; table tennis tables, balls, nets, 
and paddles; tennis balls; tennis nets; tennis rackets (measuring 22 inches over-all 
or more in length); tennis racket frames (measuring 22 inches over-all or more in 
length); tennis racket string; 15 per centum.” 


SEC. 484. ADDITION OF CERTAIN ITEMS TO THE TAX ON ELECTRIC, 
GAS, AND OIL APPLIANCES; REMOVAL OF TAX ON ELEC- 
TRIC HEATING PADS. 


Section 340€ (a) (3) (relating to manufacturers’ excise tax on electric gas: 
and oil appliances) is hereby amended (1) by striking out “electric heating pads 
and blankets” and inserting in lieu thereof ‘electric blankets; sheets and 
spreads” and (2) by inserting after ‘‘juicers;’ the following; ‘‘and the following 
appliances of the household type: electric belt-driven fans; electric or gas clothes 
driers; electric door chimes; electric dehumidifiers; electric dishwashers; electric 
floor polishers and waxers; electric food choppers and grinders; electric hedge 
trimmers; electric ice cream freezers; electric mangles; electric motion or still 
picture projectors; electric pants pressers; electric shavers; and power lawn 
mowers;’’, 


SEC. 485. ADJUSTMENTS OF TAX RATES ON PHOTOGRAPHIC APPA- 

RATUS AND FILM; REPEAL OF TAX ON CERTAIN ITEMS. 

(a) Irems Supsect To Tax.—Section 3406 (a) (4) (relating to the manufac- 

turers’ excise tax on photographic apparatus) is hereby amended to read as 
follows: 

(4) PHorocrRaPnic APpPpARATUS.—Cameras and camera lenses and un- 
exposed photographic film in rolls (including motion picture film) 20 per 
centum. The tax imposed under this paragraph shall not apply to X-ray 
cameras, to cameras weighing more than four pounds exclusive of lens and 
accessories, to still camera lenses having a focal length of more than one 
hundred and twenty millimeters, to motion picture camera lenses having a 
focal length of more than thirty millimeters, to X-ray film, to film more than 
one hundred and fifty feet in length, or to film more than twenty-five feet 
in length, and more than thirty millimeters in width. Any person who 
acquires unexposed photographic film not subject to tax under this para- 
graph and sells such unexposed film in form and dimensions subject to tax 
hereunder (or in connection with a sale cuts such film to form and dimen- 
sions subject to tax hereunder) shall for the purpose of this subsection be 
considered the manufacturer of the film so sold by him.” 

(b) FLoor Stocks REFuNDs on BuLBs.— 

(1) With respect to any photo-flash or other bulb upon which the tax 
imposed under section 3406 (a) (4) of the Internal Revenue Code has been 
paid, and which on the effective date specified in section 489 of this Act is 
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held by any person and intended for sale, or for use in the manufacture or 
production of any article intended for sale, there shall be credited or refunded 
to the manufacturer or producer of such bulb (without interest), subject to 
such regulations as may be prescribed by the Secretary, an amount equal to so 
much of the tax so paid as has been paid by such manufacturer or producer 
to such person as reimbursement for the elimination on such effective date of 
the tax on such bulb, if claim for such credit or refund is filed with the Secre- 
tary prior to the expiration of three months after such effective date. No 
credit or refund shall be allowable under this paragraph for any bulb held 
by any person for sale which was purchased by such person as a component 
part of any other article. 

(2) No person shall be entitled to credit or refund under paragraph (1) 
unless he has in his possession such evidence of the inventories with respect to 
which he has made the reimbursements described in paragraph (1) as the 
regulations under paragraph (1) shall prescribe. 

(3) All provisions of law, including penalties, applicable with respect to the 
tax imposed under section 3406 (a) (4) of the Internal Revenue Code shall, 
insofar as applicable and not inconsistent with this subsection, be applicable 
in respect of the credits and refunds provided for in this subsection to the 
same extent as if such credits or refunds constituted credits or refunds of 
such taxes. 


SEC. 486. IMPOSITION OF TAX ON MECHANICAL PENCILS AND FOUN- 
TAIN AND BALL POINT PENS. 


Chapter 29 (relating to manufacturers’ excise and import taxes) is hereby 
amended by adding after section 3407 the following new section: 


“SEC. 3408. TAX ON MECHANICAL PENCILS AND FOUNTAIN AND 
BALL POINT PENS. 


“‘(a) Imposition or Tax.—There shall be imposed on the following articles, 
sold by the manufacturer, producer, or importer, a tax equal to 20 per centum of 
the price for which so sold: Mechanical pencils, fountain pens, and ball point pens. 

‘“‘(b) ExempTion iF ArtICLE TAXABLE AS JEWELRY.—NO tax shall be imposed 
under this section on any article taxable under section 2400 (relating to jewelry 
tax).”’ 


SEC. 487. REPEAL OF TAX ON ELECTRICAL ENERGY. 

(a) Repeat or Tax.—Section 3411 (relating to tax on electrical energy for 
domestic or commercial consumption), and sections 3441 (d), 3444 (b), and 3447 
(c) (related provisions), are hereby repealed. 

(b) Errective Date.— 

(1) Except as provided in paragraph (2), the provisions of subsection (a) 
shall apply to electrical energy sold on or after the first day of the first month 
which begins more than ten days after the date of the enactment of this Act. 

(2) In the case of electrical energy sold which is billed to the customer for 
a period beginning before the effective date specified in paragraph (1) and end- 
ing on or after such date, the provisions of subsection (a) shall apply to that 
portion of the amount billed for the electrical energy sold during such period 
which the number of days in such period on and after such effective date bears 
to the total number of days in such period. This section shall not apply to 
electrical energy sold before such effective date for which a bill was rendered 
prior to such date. 


SEC. 488. TAX ON GASOLINE. 


(a) INCREASE IN Rate.—Section 3412 (a) is hereby amended by striking out 
“1% cents” and inserting in lieu thereof ‘‘2 cents’’. 

(b) Fioor Stocks Tax.—Section 3412 is hereby amended by adding at the end 
thereof the following new subsection: 

“(f) 1951 FLoor Stocks Tax.—On gasoline subject to tax under this section 
which, on the effective date of section 488 (a) of the Revenue Act of 1951, is held 
and intended for sale, there shall be levied, assessed, collected, and paid a floor 
stocks tax at the rate of 4 cent per gallon. The tax shall not apply to gasoline in 
retail stocks held at the place where intended to be sold at retail, nor to gasoline 
held for sale by the manufacturer, producer, or importer thereof.” 


SEC. 489. EFFECTIVE DATE OF PART VIII. 


Except as otherwise expressly provided in this part, the amendments made by 
this part shall take effect on the first day of the first month which begins more than 
10 days after the date of the enactment of this Act. 
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PART IX—-MISCELLANEOUS EXCISE TAX AMENDMENTS 
SEC. 491. REDUCTION OF TAX ON TELEGRAPH DISPATCHES. 


(a) Repuctrion or Tax. The first sentence of section 3465 (a) (1) (B) is hereby 
amended to read as follows: ‘On the amount paid within the United States for each 
telegraph, cable, or radio dispatch or message a tax equal to 20 per centum of the 
amount so paid, except that in the case of each international telegraph, cable, or 
radio dispatch or message the rate shall be 10 per centum.”’ 

(b) CiuertcaL AMENDMENT.—The table contained in section 1650 (relating to 
the war tax rates of certain miscellaneous taxes) is hereby amended by striking out 
the following: 


**3465 (a) (1) (B) (insofar as it | Domestic Telegraph, Cable, | 15 per centum-____._- 25 per centum.”’ 


relates to domestic tele- or Radio Dispatches. 
graph, cable, and radio dis- | 
patches). | | 


(ec) Errective Date.—Subject to the provisions of subsection (d), the amend- 
ments made by this section shall apply with respect to amounts paid on or after 
the rate reduction date (as defined in subsection (e)) for services rendered on or 
after such date. 

(d) Amounts Parp Pursuant To Bitts RENDERED.—The amendments made 
by this section shall not apply with respect to amounts paid pursuant to bills 
rendered prior to the rate reduction date. In the case of amounts paid pursuant 
to bills rendered on or after the rate reduction date for services for which no pre- 
vious bill was rendered, the amendments made by this section shall apply except 
with respect to such services as were rendered more than 2 months before such 
date. In the case of services rendered more than 2 months before such date the 
provisions of sections 1650 and 3465 of the Internal Revenue Code in effect at 
the time such services were rendered shall be applicable to the amounts paid for 
such services. 

(e) Rate Repvuction Date.—For the purposes of this section the term ‘rate 
reduction date’’ means the first day of the first month which begins more than 
10 days after the date of the enactment of this Act. 


SEC. 492. EXEMPTION OF FISHING TRIPS FROM TAX ON TRANS- 
PORTATION. 

(a) Exemprion.—Section 3469 (b) (relating to exemption of certain trips from 
the tax on transportation of persons) is hereby amended by striking out ‘‘or to 
amounts”’ and inserting in lieu thereof ‘‘to amounts’’, and by inserting after the 
words ‘‘one month or less’’ the following ‘‘, or to amounts paid for transportation 
by boat for the purpose of fishing from such boat”’. 

(b) Errective Dare.—The amendment made by subsection (a) shall apply to 
amounts paid on or after the first day of the first month which begins more than 
10 days after the date of the enactment of this Act for transportation on or after 
such first day. 


SEC. 493. TRANSPORTATION OF OIL BY WATER. 


(a) Imposition or Tax.—Chapter 30 (relating to transportation and com- 
munications taxes) is hereby amended by adding at the end thereof the following 
new subchapter: 


“Subchapter F—Transportation of oil by Water 
“SEC. 3476. TRANSPORTATION OF OIL BY WATER. 


“(q) Tax.—There shall be imposed upon all transportation (other than trans- 
portation taxable under section 3475) of crude petroleum and liquid products 
thereof by water, from one point in the United States to another, a tax equal to 
3 per centum of the fair charge for such transportation. 

“(b) Farr CHARGE Derinep.—For the purposes of this section, the fair charge 
for transportation shall be computed on 

“*(1) the basis of the charge for such transportation made by persons per- 
forming like transportation for hire, as determined by the Secretary, or 

“*(2) if no such charge exists, then on the basis of a reasonable charge for 
such transportation, as determined by the Secretary. 
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‘“(e) Exemption From Tax.—The tax imposed by this section shall not 
apply to 

(1) transportation within the premises of a producing property, refinery, 
bulk plant, terminal, or gasoline plant; 

*“*(2) transportation in a vessel of a product to be used (without unloading) 
as fuel supplies, ship’s stores, sea stores, or legitimate equipment, on such 
vessel]: 

**(3) transportation by and for the exclusive use of the Government of the 
United States, or by and for the exclusive use of any State, Territory, or 
political subdivision thereof, or the District of Columbia; or 

““(4) products transported by an individual for his personal use and not for 
business purposes. 

““(d) RETURN AND PAYMENT or Tax.— The tax imposed by this section shall be 
paid by the person furnishing the transportation subject to the tax. Every 
person liable for the tax imposed under this section shall make returns and pay 
such taxes to the collector for the district in which is located his principal place of 
business or, if he has no principal place of business in the United States, then to the 
collector at Baltimore, Maryland. Such returns shall contain such information 
and be made at such times and in such manner as the Secretary by regulations 
may prescribe.”’ 

(b) TecunicaL AMENDMENT.—Section 3475 (a) (relating to tax on trans- 
portation of property) is hereby amended by adding at the end thereof the fol- 
lowing new sentence: “In the case of transportation of crude petroleum and 
liquid products thereof by water from one point in the United States to another, 
if (other than in the case of an arm’s length transaction) the amount paid for 
such transportation is less than the fair charge therefor (as defined in section 
3476 (b)) the tax imposed by section 3476, and not the tax imposed by this section, 
shall apply with respect to such transportation.” 

(ec) Errective Darr.—The amendments made by this section shall be appli- 
cable only with respect to transportation which begins on or after the first day 
of the first month which begins more than ten days after the date of the enact- 
ment of this Act. 


SEC. 494. ARTICLES FROM FOREIGN TRADE ZONES. ‘ 

(a) ImMportepD ArticLEs.—Upon all articles specified in section 2000 (c) (2), 
2800 (a), 3030 (a), or 3150 (a) of the Internal Revenue Code on which the in- 
ternal revenue taxes imposed by law have been determined, pursuant to section 
3 of the Act of June 18, 1934, as amended (U.S. C., title 19, sec. 81c), prior to the 
effective date of the rates of tax imposed on such articles by this Act, and which 
on or after such effective date are brought from foreign trade zones into customs 
territory of the United States, there shall be levied, assessed, collected, and paid 
on such articles, in addition to the tax so determined, an additional tax at rates 
equal to the increases in rates of tax made applicable to such articles by this Act. 
The tax imposed by this subsection shall be collected, paid, and accounted for at 
the same time and in the same manner as tax on such article is collected, paid, and 
accounted for when bronght from the foreign trade zone into the customs territory. 

(b) Previousty Tax-Parp ArticLes.—Upon all tax-paid articles specified in 
section 2000 (c) (2), 2800 (a), 3030 (a), or 3150 (a) of the Internal Revenue Code 
which have been taken into foreign trade zones from the customs territory cf the 
United States and placed under the supervision of the collector of customs, pur- 
suant to the second proviso of section 3 of the Act of June 18, 1934, as amended 
(U.S. C., title 19, see. 81c), prior to the effective date of the rates of tax imposed 
on such articles by this Act, and which on or after such effective date are (without 
loss of identity) returned from foreign trade zones to customs territory of the 
United States, there shall be levied, assessed, collected, and paid on such articles 
an additional tax at rates eaual to the increases in rates of tax made applicable to 
such articles by this Act. The tax imposed by this subsection on any article shall 
be collected, paid, and accounted for at the same time and in the same manner as 
if such article had been taken into the foreign trade zone free of tax. 
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TITLE V—MISCELLANEOUS PROVISIONS AND 
AMENDMENTS 


SEC. 501. EXEMPTION OF CERTAIN ORGANIZATIONS FROM INCOME 
TAX FOR PRIOR TAXABLE YEARS. 

Section 302 of the Revenue Act of 1950 (relating to exemption of certain organ- 
izations for past years) is amended by adding at the end thereof the following new 
subsection: 

“(d) Prorits INuRING TO THE BENEFIT OF CERTAIN EDUCATIONAL ORGANI- 
ZATIONS.—For any taxable year beginning prior to January 1, 1951, an organiza- 
tion operated for the primary purpose Of carrying On a trade or business for profit, 
no part of the net earnings of which inures to the benefit of any private shareholder 
or individual and all of the net earnings of which inure to the benefit of an educa- 
tional organization which normally maintains a regular faculty and curriculum 
and normally has a regularly organized body of pupils or students in attendance 
at the place where its educational activities are regularly carried on, shall not be 
denied exemption from taxation under section 101 of the Internal Revenue Code 
on the ground that it is carrying on a trade or business for profit.”’ 

SEC. 502. EXCESS-PROFITS CREDIT BASED ON INCOME, 

(a) PERCENTAGE OF AVERAGE BasE PeERIop Net Income TakEN INTO 
AccouNT.— 

(1) IN GENERAL.—Paragraph (1) (A), and paragraph (2), of section 435 (a) 
(relating to excess-profits credit based on income) are each amended by strik- 
ing out “85 per centum”’ and inserting in lieu thereof ‘‘75 per centum.”’ 

(2) TAXABLE YEARS BEGINNING BEFORE JANUARY 1, 1951, AND ENDING 
AFTER DECEMBER 31, 1950.—Section 435 (a) is hereby amended by adding at 
the end thereof the following new paragraph: 

**(4) TAXABLE YEARS BEGINNING IN 1950 AND ENDING IN 1951.—In the case 
of a taxable year beginning before January 1, 1951, and ending after Decem- 
ber 31, 1950, there shall be used, for the purposes of paragraph (1) (A) and 
paragraph (2), in lieu of 85 per centum of the average base period net income, 
an amount equal to the sum of 

*(A) that portion of an amount equal to 85 per centum of the average 
base period net income which the number of days in such taxable year 
prior to January 1, 1951, bears to the total number of days in such 
taxable vear, plus 

“(B) that portion of an amount equal to 75 per centum of the average 
base period net income which the number of days in such taxable year 
after December 31, 1950, bears to the total number of days in such 
taxable year.” 

(b) Errective Datrr.—The amendments made by subsection (a) shall be 
applicable only with respect to taxable years ending after December 31, 1950. 
SEC. 503. ESTATE AND GIFT TAX TREATMENT OF UNITED STATES 

BONDS HELD BY CERTAIN NONRESIDENT ALIENS. 

(a) Estate Tax.—Effective with respect to estates of decedents dying after 
February 10, 1939, section 861 (relating to the computation of the net estate of a 
decedent nonresident not a citizen of the United States) is hereby amended by 
adding at the end thereof the following new subsection 

(ec) Unrrep States Bonps.—For the purposes of subsection (a), the value of 
the gross estate (determined as provided in section 811) of a decedent who was not 
engaged in business in the United States at the time of his death 

(1) shall not include obligations issued by the United States prior to 
March 1, 1941; and 

**(2) shall include obligations issued by the United States on or after 
March 1, 1941, but only if the decedent died after the date of the enactment 
of the Revenue Act of 1951.” 

(b) Grrr Tax.—Effective with respect to gifts made after the date of enact- 
ment of this Act, section 1000 (b) (relating to application of gift tax) is hereby 
amended by adding at the end thereof the following: ‘‘In the case of such a 
nonresident who is not engaged in business in the United States at the time of a 
transfer of obligations issued by the United States, the tax shall apply in respect 
of any such obligations only if issued on or after March 1, 1941.” 
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SEC. 504. REORGANIZATION PLAN NUMBERED 26 OF 1950. 


The provisions of Reorganization Plan Numbered 26 of 1950 shall be applicable 
to all functions vested by this Act in any officer, employee, or agency of the 
Department of the Treasury. 


Passed the House of Representatives June 22, 1951. 
Attest: Rapa R. Roperts, 
Clerk. 
The CuarrMan. The Secretary of the Treasury is before the com- 
mittee this morning to present his views to the committee and to be 
of such assistance as he may be able to render to the committee in 
consideration of this bill. 


STATEMENT OF HON. JOHN WESLEY SNYDER, SECRETARY OF THE 
TREASURY 


The CuatrMan. Mr. Secretary, the members of the committee 
are working overtime day and night, and they will be drifting in, but 
we do not feel like sitting here any longer than necessary, so you may 
proceed. 

Would you care to make a statement before questions are asked, 
or would you be agreeable to having interruptions at any time? 

Secretary Snyper. W ell, Mr. Chairman, I have a prepared state- 
ment here to present to the committee, with your permission, and I 
will rest entirely on the wishes of the committee. It is perfectly all 
right with me, whichever way you desire. If you prefer to have me 
read the statement and ask questions later, that will be all right; or, 
if your would like to interrupt, that is also perfectly all right. I 
have members of the staff here with me, and I have given their names 
to the clerk so that they are properly recorded. 

The CuHarrMan. Will you proceed, please. 

Secretary Snyper. I am glad to have an opportunity to discuss 
with you the revenue needs of the Federal Government in connection 
with your consideration of the tax bill H. R. 4473, which passed the 
House on June 22. 

This committee has fundamental responsibilities with respect to 
the financial affairs of the Government, and I feel that it is my duty 
to keep the members of the committee informed on current fiscal 
developments and the future prospects of the Nation’s finances. 

I am here to join you in the difficult task of development of the 
necessary measures for the preservation of our Government’s credit. 
I know you realize that this problem must be faced squarely. In 
order to assist you, I want to provide as clear a picture as possible of 
the measures required to support the Government’s fiscal operations 
during this national emergency and the reasons why these measures 
are necessary. 

As you know, I appeared before the House Committee on Ways 
and Means twice during the hearings on the current tax bill. On 
both of those occasions I stressed the vital importance of financing the 
defense effort on a sound basis. You may recall that I also discussed 
this matter with you when you were considering increased taxation 
after the start of the Korean aggression. 

It is my firm conviction that a soundly financed defense program 
must be based on a pay-as-we-go policy. As the President said when 
he presented his tax program to the Congress: 

A balanced budget now is just as important a mobilization measure as larger 
Armed Forces, allocations of basic materials, and controls over prices and wages. 
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The present fiscal year, closing on June 30, is expected to end with 
a budget surplus of over $3 billion. This should be particularly 
gratifying to the members of this committee, since you initiated the 
unusual legislative step which converted a tax-reduction bill into a 
substantial revenue producer to meet the crisis created by the aggres- 
stion in Korea. This fiscal year’s surplus has enabled us to ‘make 
some further reduction in the public debt. As can be seen by refer- 
ence to chart 1, the Federal debt now stands at $255 billion compared 
with $270 billion in June 1946, when I became the Secretary of the 
Treasury. 

(Chart No. 1 referred to above is as follows: ) 
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The CHarrMAN. Mr. Secretary, the actual cash surplus as of today, 
do you have that before you? 

Secretary SNYDER. Yes, sir. 

The CHarrMANn. May I have it, please? 

Secretary SNYDER. $4,312,000,000, as of June 26. 

The CHAIRMAN. $4,312,000,000? 

Secretary Snyper. Yes, sir. Do you want the run-out on it? 

The CHarrmMan. No, sir. 

Senator Mituikin. Mr. Secretary, would you mind telling us the 
sources of the money which reduc ed the debt from $270 billion to 
$255 billion? 

Secretary Snyper. Well, that is given here in the next paragraph; 
half of it was from the large cash ‘balance remaining following war- 
finance operations, and the other half, over $7,000,000,000, was from 
surplus. 

Senator Mituikin. And when did that surplus develop? 

Secretary SnypER. It has developed over a 5-year period. 
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Senator Mriuixrn. When was the larger part of it developed? 

Secretary SNypDER. In the middle years. 

Senator Mituixry. In what year? 

Secretary Snyper. In fiscal 1948. 

Senator Miuurkrn. And there has been no substantial surplus—— 

Secretary SnypER. There have been two deficit years, and then 
this year shows over a $3 billion surplus. 

Senator Miniurkin. Thank you. 

Secretary SnypeR. This debt reduction was in part accomplished 
by using funds from the large cash balance which remained at the 
end of the war-finance period. However, about half of the debt 
reduction is the result of the surplus of receipts over expenditures 
during the past 5 years. 

The American people can justly take some satisfaction in this 
record. However, this past achievement affords little comfort for 
the future. The facts underlying the defense program make it very 
clear that we shall need substantial amounts of additional revenue 
to pay for it. 

Last September, you may recall, the President indicated that de- 
fense spending would double by June 1951, reaching a rate of at least 
$30 billion a year. This has happened, and expenditures for national 
security are continuing to rise. 

The outlook for fiscal year 1952 indicates that total expenditures 
will be less than the $71.6 billion estimate of last January. At the 
present time the best judgment is that the total will be $68.4 billion. 
As is shown in chart 2, the revenues from present taxes will fall short 
of this by about $10 billion. 

(Chart 2 referred to above is as follows: ) 


THE BUDGET OUTLOOK FOR FISCAL i952 
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Secretary SnrypER. The point that needs emphasis is that, without 
new tax increases, two-thirds of the debt reduction effected in the past 
5 years would be wiped out by the end of the next fiscal year and the 
national debt correspondingly increased. This is shown by chart 3. 

(The chart referred to is as follows:) 
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Senator Minuikin. Mr. Snyder, sometime during the discussion 
will you discuss the rate of expenditures contemplated to satisfy our 
miiaiar y program during the fiscal year 1952 and during the fiscal year 
195. 

iets Snyper. Senator, I have here with me representatives 
from the Budget Bureau, who will be available to answer any questions 
on the expenditure side. 

Senator MILLIKIN. Yes, sir. 

Secretary SnypEeR. In the 5 months since the President first recom- 
mended additional tax legislation, defense expenditures have increased 
rapidly. Government expenditures are already exceeding tax reven- 
ues. The fact is that right now—during the last quarter of this cur- 
rent fiscal year—the Government is running a deficit of over $1 
billion for the quarter. This means that the cash balance is being 
drawn down and it will be necessary next month to start a new money- 
borrowing program. 

Over the next 6 months the Government will have to borrow several 
billion dollars. 

Senator Minuikin. That does not mean that you will run into a 
deficit. for fiscal 1951. 

Secretary SNyDER. We will be borrowing it to have a cash balance 
to operate on; and, of course, that will increase the debt. 
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Senator MILuixin. But you will be pulled out by the surplus in the 
fiscal year, wi!l you not? 

Secretary Snyper. This is after the close of 1951. 

Senator MILirKin. You are speaking after the close of 1951? 

Secretary SNypErR. Yes, sir. 

The CHarRMAN. You are speaking of a month later in 1952 

Secretary Snyper. It will be only a few days until the new fiscal 
year starts. 

Senator Mitiikrn. I misconceived the purport of your testimony. 

Secretary Snyper. Yes, sir. The fiscal year ends on the 30th of this 
month, the day after tomorrow; and, as I just said, we will have to 
start new money borrowing next month. If you would like to have 
that explained further, that can be done. 

The extent to which there will be a deficit for the fiscal vear 1952 
as a whole and a permanent increase in the public debt will depend 
upon the amount and timing of the tax legislation which your com- 
mittee is now considering. The earlier this bill is enacted the more 
nearly will it provide the necessary revenues needed to match our 
expenditures. We cannot afford to get behind, for this would only 
make the problem of restoring a budget balance later much more 
difficult. 

The prospect of a deficit for 1952 should give us particular concern, 
since we know that in the following fisc al year that is, 1953 our 
expenditures for defense will be much higher. Military expenditures 
will necessarily continue to rise for some time under the present 
program. 

Senator Mruuikin. What is the total estimated expenditures for 
fiscal 1953? 

Secretary SnypER. The budget people are here, and they will 
answer that, Senator Millikin. 

Senator Miuurkin. All right_ 

Secretary Snyper. I would be lacking in candor if I did not convey 
to you my grave concern about the serious implications of an in- 
adequately financed defense program. Courage and wisdom will be 
required to take the steps necessary to fortify our Government's 
finances for the strains which lie ahead. 

The present state of emergency imposes great demands upon 
all of us. As I have stated on so many occasions, ours is a peace- 
loving Nation; but, to keep the peace, we must be strong. We must 
have the w eapons and all of the other materials necessary to defend 
ourselves successfully against the present or any future Communist 
aggressors. 

Our productive capacity must be capable of meeting all of the needs 
of a powerful Defense Establishment while at the same time supplying 
the essential requirements of the civilian economy. ‘To this end it is 
urgent to mobilize not only the material and monpower resources 
of the Nation but also our financial resources. 

In some respects mobilization of financial resources is even more 
difficult than the mobilization of material resources. Adequate 
financial support of the defense program requires that individuals 
accept heavier tax burdens, save more, and generally place the 
community’s needs above their own immediate interests. Each of us 
must be made fully aware of his necessary contribution and encouraged 
to participate fully in the responsibilities the country has assumed. 
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When our country’s existence is challenged, it habitually responds 
with a demonstration of tremendous productive power. We as a 
people have come to take it for granted that the economy will surpass 
all production records. We pride ourselves on this economic strength, 
to the point, perhaps, of expecting too much of it—expecting it to 
solve all our preparedness problems. 

We must be mindful that the fiscal policies of the Government can 
make an effective contribution toward keeping the economy in a 
sound and healthy condition when this strain on our resources is 
intensified. Production will thrive only in economic stability, and 
that requires a sound financial policy. 

Senator Minuikin. Mr. Secretary, have you ever rounded out the 
fiscal measures necessary to accomplish the objectives to which you 
refer? 

Secretary SnyDER. | refer to them a little later here in a general 
suggestion of those measures that are needed in addition to the fiscal. 

Senator MiLuikrn. | am speaking of measures in addition to taxa- 
tion. You will come to that later? 

Secretary Snyper. Yes, sir. 

I will mention that, and if I do not cover it fully I will be glad to 
talk with you about it a little later. 

Senator Miuuikrn. All right. 

Secretary Snyper. Under present prospects we shall need to 
remain in military readiness for some time. Throughout this effort 
the economy will have to be kept in balance to provide both civilian 
and defense production. If an expanding military conflict is forced 
upon us, a basically balanced economy will be one of the strongest 
weapons in our arsenal. 

The first year of the defense program, which is about to close, 
has been devoted largely to tooling up for military production. The 
economic pressures which developed during this period were due less 
to actual Government expenditures than to business expansion stimu- 
lated by prospective military production and by the unusual consumer 
demand for products that might become scarce. 

This preliminary activity brought about a tightening of the eonomy. 
Since Korea the Federal Reserve index of production has risen from 
199 to 223———_ 

Senator Kerr. What does that mean, Mr. Secretary? 

Secretary SnypER. That is a measure which the Federal Reserve 
Board has adopted to indicate the volume of our industrial production. 

Senator Kerr. Well, it is in comparison to some fixed formula or 
standard? 

Secretary SnypER. Yes; there is a normal that is 100, and it goes 
up and down from that base. 

Senator Kerr. The elements of the 100 are composed of what? 

Secretary SNyDER. That is measured on a 1935-1939 average; 
that is the base of 100. 

Senator Kerr. All right. Thank you. 

Secretary Snyper. This preliminary activity brought about a 
tightening of the economy. Since Korea the Federal Reserve index 
of production has risen from 199 to 223—— 

Senator Miiurkin. Mr. Secretary, is there a breakdown between 
military production and civilian production in those figures? 

Secretary SNypg£R. It is not shown, Senator Millikin. 
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Civilian employment has risen by more than a million, despite the 
growth of our Armed Forces; and average hours of work have increased. 
Unemployment has been reduced to 1.6 million, the lowest figure since 
October 1945. 

Senator Miturxrn. Again, may I ask you, sir, do you have a break- 
down between civilian production devoted to war production and 
general civilian production? 

Secretary Snyper. I do not, sir. I am sorry but I do not. 

Senator Minirkin. Thank you. 

Secretary Snyper. The expansion in production accompanied by 
higher prices has resulted in large increases in income. Total per- 
sonal income is now close to $245 billion, or 13 percent higher than last 
June. 

Senator Tarr. How much of that is inflation, so to speak, the in- 
crease in price and wage rates? 

Secretary SnypER. Well, I could not measure that, Senator. 

Senator Tarr. It is very important as to whether it is real or is not 
real, whether it is a real increase or just a mark-up figure. 

Secretary SNyprR. You are absolutely right, Senator. Over the 
years there has been a material net increase in real income. I think 
that if we go back to the year before the war started—in 1939, before 
any inflationary pressures came on our economy here—and measure 
the purchasing power per capita, after making adjustments for all 
taxation—local, State and Federal—and after making adjustments 
for the changes in prices on services and on goods, we will find that 
per capita purchasing power is almost 40 percent higher today than 
it was in 1939. 

Senator MILurkIN. In real value? 

Secretary SNypER. That is after the adjustments for all taxes, and 
in the adjustments for—— 

Senator Miuurkin. Does it include the adjustment for inflation? 

Secretary SNypER. For prices, yes, sir. 

Senator MILurkiIn. Well, if you use the index of the times—I beg 
your pardon, Senator Taft. 

Senator Tarr. That is all right. 

Senator Miuirkin. If you use the index for the time, you do not 
compensate for inflation. 

Secretary SnypER. I would think so, ves, sir. That is what we 
measure inflation by—that index as to what the costs are. 

Senator Tarr. If the wage increase in manufacturing is at least 
9 percent—that is my recollection, then of the 13 percent increase- 
9 percent might be practically inflation only? 

Secretary Snyper. That is an over-all figure. 

Senator Tarr. And, of course, you have a million more people 
employed, and that is another 2 percent increase in number of people 
employed. So, whether that represents an increase, a real increase, 
in production is a little dubious. 

Secretary SNypER. We have to measure our increased production 
that we gain, too, Senator, you know. 

Senator Kerr. Mr. Secretary, the figure of $245,000,000,000, does 
that include corporate income? 

Secretary Snyper. This is paid to individuals, the rate of income 
paid to individuals per annum, 
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Senator Kerr. The total income paid to individuals? 

Secretary SNypER. Per annum. 

Senator Kerr. There was a figure given here yesterday by a 
member of the staff of $265,000,000,000. Sis, 

Secretary SNypER. That is the national income; some of the tech- 
nicians will be able to testify as to the national income if we want to 
have that explained. 

Senator Kerr. It was national income. 

Secretary SNYDER. It is $265,000,000,000; is it not? 

Mr. Haas. That is correct, for the first quarter of 1951. 

Senator Kerr. Now, could you tell us what makes the difference, 
what are the elements that make up the difference? 

Mr. Pecuman. The difference between national income and _ per- 
sonal income is due largely to the fact that the national-income 
figures include all corporate profits, whereas the personal-income 
firures include only that part of corporate profits that are paid out in 
the form of dividends. 

Senator Kerr. That is what I thought. I wanted to be sure. 

In other words, the $245,000,000,000 includes part of the corporate 
income to the extent which the corporations have paid out in dividends 
to the stockholders, and the $265,000,000.000 is the national income. 
beth corporate and individual? 

Mr. Pecuman. That is correct, sir. 

Senator Kerr. Thank you. 

Senator Minurkrx. Mr. Secretary, it has been repeatedly said that, 
roughly, we have passed two tax bills within the last year merely to 
compensate for inflation. What have you to say on that? 

secretary SNYDER. Well, I think passing these bills has been one of 
the most progressive steps that you could take to help arrest inflation, 
because had you not passed those tax bills, we would have found 


ourselves in a deficit position in our financing for the fiscal year 1951 
that is closing this week, and we would have been in the red instead 
of having a balanced budget. 

Senator Minurkry. That much will be conceded, Mr. Secretary, 
but it still leaves unanswered the question as to whether our two tax 
bills in the last year have approximately just about equaled the 
inflation that has come about during that period? 

Secretary SNYDER. There has been a material inflation, there is no 
question about that, but it has not been due to the fiscal operations. 
if you would like me to go into that, I shall, because we have not had, 
as I just said, any of the elements that are usually said to be contrib- 
uting to inflation by deficit financing. 

We have collected more than we have paid out, and we have reduced 
the over-all total of the outstanding debt. 

Senator Minurkin. For present purposes, | am not at this time 
putting amy responsibility in your lap. | am simply commenting on 
the statement frequently made in high places in the executive depart- 
ment of the Government—that our two tax bills are merely, roughly 
speaking, compensating for inflation. 

Secretary SNypeER. That certainly would give evidence that we 
should take the most positive steps that we can to arrest inflation and 
keep it from increasing. 
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Senator Minurkry. I do not challenge that statement, but I am 
simply trying to get your comment, and I believe I have had it, but 
the last two tax bills have, roughly, just about compensated for 
inflation. 

Secretary Snyper. I did not try to answer that specifically, because 
I would have to know much more about what the volume of the 
inflation has been. 

Senator Miniikin. Has anyone here made a calculation on that? 

Secretary Snyper. I do not believe so. 

Senator Minirkrn. I think General Marshall has made some state- 
ment to that effect. 

Senator Tarr. Would you, in general, agree with this statement, 
Mr. Secretary, that if the fiscal poliey of the Government has con- 
tributed to the inflation that has taken place, it has been because of 
the taxes they have not collected, and not because of the taxes they 
have collected? 

Secretary Snyper. Well 

Senator Kerr. And that the only Way the fiscal policy could have 
affected it or « hanged the situation would have been to have collected 
more taxes? 

Secretary SNypDER. You mean by adding more taxes onto the 
statute books? 

Senator Kerr. Sir? 

Secretary Snyper. By having more tax legislation? 

Senator Kerr. Yes. 

Secretary Snyper. It certainly would have helped considerably; 
yes, sir. , 

Senator WittiAmMs. Do I understand that it is vour theory that 
high taxes is the only way you can control inflation? 

Secretary SNyDER. It certainly very positively is not, but it is a 
very important element in that program 

Senator Wiiuiams. | wanted to get that from you, because I have 
noticed, as we have increased taxing the last two times, inflation gets 
worse each time 

Secretary SNYDER. Are you, on the other hand, going to say that 
Increased taxes cause inflation? 

Senator Winuiams. No; but why don’t we try the reverse of ‘‘pay 
as you go,’ and make it ‘‘go as you pay’’? 

Senator Tarr. I suggest that too high taxes can cause inflation, 
after you reach a certain point you can. I do not say that what we 
have done up to date does, but a certain point can be reached. 

Senator Minurkin. Well, | suggest that the other side of the coin 
is the higher the taxes, the higher the Government spending, and 
Government spending ts definitely inflation. 

Senator WitiiaMs. That isright. Isay that maybe we should just 
turn it around and let the Government go as they pay and tut their 
spending down 

Secretary Snyper. Well, vou gentlemen have control of that. 

Senator Mintuikix. | am making no point other than you have to 
look at both sides of the coin 


Secretary SnyDeER. | agree with that We are ] ist trying to work 
together on this, and I am here trying to be helpful, if I can 
Corporate profits before taxes are at an all-time high. This eco- 


nomic growth provides the basis for increased military production. 
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The next phase will be marked by heavy delivery of goods to the 
military services. It will call for Government expenditures sub- 
stantis lly above the present level. In the pe riod we are now entering, 
sound fiscal management will be critically import: nt. In its absence, 
increasing governmental deficits will devel op an explosive inflationary 
potent tial. 

The Government’s current defense expenditures taken alone fall 
short of indicating the prob lem we face. As you know, one of the 
major elements in the present t defense program is the construction of 
basic industrial capacity i » pli ice the economy in a state of readiness 
for greater production of akin ary equipment in case it is required 

In World War II, when the Government itself built many defense 
plants, the cost was reflected in direct Government expenditures. 
The basic facilities for the present defense program, as ae a are 
being built almost entirely through the effort of private industry, 
aided by special tax amortization and direct financial assistance from 
the Government. This important expansion must be considered in 


conjunction with the Government’s defense expenditures because it 


dra Ws on scarce supplies and labor required for milttary pro luction. 

It is true that we are now experiencing a lull. However, we must 
not conclude from the developments of recent months that the in- 
flationary dangers have passed. This is far from the truth. 

The recent resistance to the upward sweep in prices could end 
within a short time. Consumer markets are now well stocked due to a 
large extent to overbuyil ly stimulated by the expectation that short 


ages of the type experie need during the last war would recur. It is 
due also Lo the fait ire of both consumers and 3 erchandis rs In the 
early days after the invasion of the Republic of Kor ‘a to recognize the 


potential production of our industries. The overbought situation, 


however, may take only a short time to correct itself. 

We should be gratified for this breathing spell in the development 
of inflationary pressures. The real question now is whether we will 
be able te meet the new and greater pressure just ahead. The in- 


creased restrictions on civilian use of scarce materials already an- 
nounced foreshadow what is to come. These restrictions will reduce 
production of consumer durable goods in the very areas which are 
now overstocked. They will have their counterpart in the expanded 
output of planes, tanks, electronic equipment, and other military 
goods. The increased incomes resulting from higher m litarv produce 
tion will be competing for a limited volume of goods available to 
civilians 

The evils of inflation extend far beyond the immedi tely \ istble 
economic consequences, but these alone are sufficiently alarming 
We have already seen how inflation increases defense costs. More- 
over, the uneven effect of inflation makes the task of devising equitable 
tax measures much more difficult. 

Senator MiILurkin. It makes the task of selling Government se- 
curities much more difficult, does it not? 

Secretary SNYDER. Yes, sir 

x ie less inflation Is pr rmiutted to take hold, the more tolerable are 
tax increases and t] 


- . ‘ } ? , ; 7} | 1 ] , 
1€@ more equitable the distribution of the burden 
of defense. 


These are the considerations we must keep before us in appraitsiz 


the ad quacy of tax legis] ition. | am sure tiat ou share my reechn 
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of responsibility for seeing that we not only produce the necessary 
equipment to give us military strength, but also zealously guard the 
financial stability which is indispensable to maximum production. 

While | want to place the utmost emphasis upon an adequate tax 
policy, it is not my intention to suggest that taxation alone will do 
the whole stabilization job. We must use all! the tools which can be 
helpful in counteracting the forces stimulated by military expenditures, 
These include price, wage, rent, and credit controls as well as priorities 
and allocations under the stabilization program. 

High on the list of essentials is increased savings. Incomes, even 
after new taxes, will continue high. The liquid assets of both individ- 
uals and corporations are at record levels. It is clear that greatly 
increased savings are required if we are to succeed in keeping available 
funds from exercising their full force on the price level. 

Senator Muinuiikin. Has anyone made any study to determine 
what that will be, and from which brackets they will come, giving 
effect to the proposed new tax legislation? 

Secretary Snyper. As to what the effect of this tax bill would be 
on savings? 

Senator Miiiikrn. Assuming the effectiveness of the bill before us, 
assuming it, has anyone made a study of it? 

Secretary Snyper. There have been estimates that there will be 
some $25,000,000,000 savings, by individuals and corporations; is not 
that correct? 

Mr. Haas. There have been some estimates. They do not have the 
savings broken down by income classes though. 

Secretary Snyper. That has not yet been prepared, Senator. ; 

Senator Miuuikin. In other words, we anticipate that there will 
be some savings, but we do not know from which tax brackets those 
savings will come. 

Secretary Snyper. That has not been broken down so far. 

The savings-bond program is being further developed to play its 
part in this job. 

Unnecessary and postponable Federal expenditures must be 
avoided. We should also seek the cooperation of the State and 
local governments, as was done during the last war. The fiscal 
policies of these governments can give effective support to the 
Federal Government’s programs. 

The President has recently told the people of this country that the 
full foree of inflationary pressure is still to come. In order to be 
forearmed, we must take adequate and timely tax action. 

Senator Muiiikin. Mr. Secretary, what is expected from the 
States? 

Secretary Snyper. Well, they have been requested, as part of 
Mr. Wilson’s program, to survey their investment programs for the 
next few years, during the defense program, and to make plans for 
but to postpone the actual operations while this pressure is on for 
materials and labor. They have had other discussions as to financial 
programs, and things of that sort that might be delayed without 
hampering the economy of the States. 

Senator Winiiams. Might I ask what effort is being made in that 
direction, so far as expenditures are concerned, to postpone it? 

Secretary SnypER. Well, the Budget Bureau people are here and 
they will be able to tell you what steps have been taken. 
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Senator Byrp. I would like to ask this question: You say in January 
you estimate the deficit at $2 billion 7 and a surplus of $4 billion 3—— 

Secretary Snyper. I beg your pardon? What is that 4 billion 3? 

Senator Byrp. Is not that correct, that you will, that on July 1 
there will be a surplus of about $4 billion? 

Secretary SNYDER. Oh, no; a little over $3 billion surplus, we said. 

Sombody asked me what the surplus for the year to date was awhile 
ago, and that is $4 billion. As of June 30, that will not be the surplus, 
because we always have some very heavy expenditures in the last 
day or two of the fiscal year. 

Senator Byrp. What do vou estimate it will be on July 1? 

Secretary SNYDER. On June 30 we expect it to be a little over $3 
billion. 

Senator Byrp. Will vou give me the chief reason why in the bu age t 
you estimated a deficit of $3 billion 7, and now have a surplus of 
billion, 6 months later? 

Secretary SNYDER. Yes, sir; it was explained in great detail to the 
House Ways and Means Committee when I appeared before them in 
April. 

That came about due in part to the fact that there had been reduced 
expenditures on the part of Commodity Credit Corporation and 
Veterans’ Administration because of the high level of the economy 
and employment. There was not the call for as much aid for veterans, 
and there was not a call on the Commodity Credit Corporation ~ at 
was anticipated, and there were other reductions which were made in 
the expenditure program, too. Also there was a lag in the require- 
ments for cash from the Treasury in the defense program and the 
fact that private wages was financing more of its imtial phases of 
operation than they did in World War II. On top of that was the 
fact that our collections of ts 1xes increase ée to a greater extent than we 
anticipated back in December when we were making up the January 
estimate. 

Senator Byrp. This miscalculation of $6 billion 

Secretary SnNyDER. That is not necessarily a miscalculation. 

Senator Byrp. Well, this prediction, then. 

Secretary SnyDER. We are not mind readers any more than you 
are, Senator. : 

Senator Byrp. I understand that vou are not. Iam not criticizing 
you, but I am just trying to find out something. 

I would like to know 

Secretary SnypDER. You cannot guess how many apples you are 
going to have when you try to guess back in March, because you do 
not know what storms you are going to have and how much labor 
trouble you will have. 

Senator Byrp, Well, I have not made quite as much of an error 
estimating my apple crop as you have in this. 

Secretary Snyper. I will venture to say that you have, Senator. 

Senator Byrp. If I did, I could not stay in business. I have so 
make my plans in advance. 

Secretary Snyper. So do we. That is exactly why we are here 
today. 

Senator Tarr. Well, it at least raises the question as to whether 
you may not have placed yourself in the same position of guessing 
wrong this next year. That is the thing. 
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Secretary Snyper. I think you are convinced that we are not, 
Senator. 

Senator Tarr. [ am not at all convinced that we are not. I am 
not, sir. I have no means of knowing. 

Senator Byrp. Six billion dollars has been misguessed, nobody can 
deny that. Now, to what extent is it due to reduced expenditures, 
and to what extent is it due to increased revenue? 

Secretary SnypER. Well, the revenue has increased about $3 billion, 
and there was a reduction of about the same amount in expend’ tures. 

| have the estimated figures for you. 

For expenditures—it was estimated at $44.5 billion in January; that 
estimate was changed in April to $47.2 billion, or a difference of 
$2 billion 7 hundred million. 

Now that, of course, is just the revised estimate. We cannot give 
you the final figure until June 30. 

Senator Byrp. I understand, but it stands about 50-50? 

Secretary SnNyDErR. It is just about 50-50. 

Senator Byrp. All right. 

You estimate the income from existing taxation in the next fiscal 
year at 58.5, and the Joint Committee on Taxation estimates it at 
$60.9 billion, a difference of $2 billion 4 

What reason can you give the committee to make them believe 
that vou are not as erroneous in this estimate that you are now making 
as vou were in the one you made last January? 

Secretary Snyper. Are you speaking of exp: enciture ‘Ss now’ 

Senator Byrp. No; I am speaking of incom« 

Secretary Snyper. We have more information now than in January. 

Senator Byrp. Well, vou estimated $48.5 billion in the next fiscal 
vear, and the Joint Committee on Taxation, which is a pretty expert 


group, estimates $60.9 billion, a difference of about 2.5. 
Is it possible that you could have underestimated the income in the 
next fiscal year as you have in the past fiscal year? 


Secretary Snyper. Well, Senator, | think frankly, when you con- 
sider that these estimates are made as far in advance as they are for 
the January budget message, 1 think it is an exceptionally close 
estimate. Wew ill give and take with the committee staff because we 
have high regard for the Joint Committee group, but we will measure 
our estimates against theirs over the years. I think that we do the 
best we can. 

Senator Byrp. If they are correct and you are not correct, there 1s $2 
billion 4 more, and we will save $3 billion by cutting down such Feder: al 
expenditures which I understand you favor, if it can be done; and 
expenditures are such as to be as inflationary as any factor in our 
economy. You will agree to that, I am sure, so if expenditures could 
be cut 3 billion, and it should be cut much more 

Secretary Snyper. There were many conditions that entered into 
that situation. 

Senator Byrp. I understand, but you do favor the cutting down of 
Government expenditures, if that can be done? 

Secretary SNypER. Yes, I have already stated that. 

Senator Byrp. I think spending Federal money is one of the chief 
inflationary factors In our economy. 

Secretary SnypER. I know. 
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Senator Byrp. I assume that expenditures will be cut $3 billion, and 
that will make a difference of $5 billion 4, and you estimate the deficit 
to be—what would it be, $10 billion? Then should those two situa- 
tions or conditions be brought about, then the deficit will only be about 
$4 billion. 

Secretary SnypER. But let us take it the other way, suppose it is 
twice as much as we estimated? 

We have to consider it both ways, you know. We tried to take a 
middle course, and as conditions change—it could go the other way 
just as easily. 

Senator Byrp. Well, when I say reduce the Federal expenditures, 
I am not speaking of spending money which is appropriated, but I 
am talking about Congress cutting 3 billion dollars off. 

There is a possibility that that can be done. If that could be 
done, you would not impose new taxes right now, unless it was neces- 
sary to balance the budget, would you? 

Secretary SnypDeER. I beg your pardon? 

Senator Byrp. You would not impose the new taxes unless it were 
necessary to balance the budget. 

Secretary Snyper. That is why we are trying to pay as we go, and 
to have a balanced budget during a period of high expenditures. 

Senator Byrp. But if your past record of underestimating revenve 
continues and Congress should reduce expenditures by about 3 billion, 
which is a modest figure, I think under the conditions that it should 
be more than that, then we would need but $4 billion 6 million to 
balance our budget instead of $10 billion? 

Secretary Snyper. That is making a lot of assumptions. I am not 
in the position to make those assumptions, Senator; But it certainly 
is true, that the fact that we have actually reduced the debt is evidence 
that the Government just does not spend it because it has the revenue. 
In the 5 years since I have been in the Treasury , we have had an actual 
reduction in the debt, due to an application of surpluses. 

Senator Byrp. But this situation is possible and it ts likely, or it 
is as likely to come about as those estimates that vou made. 

Secretary Snyper. | think you could probably take the other side 
of the coi, as the Senator Says, and unless we do control these infla- 
tionary pressures, why, it might be worse. 

Senator Byrp. Is not the best way to control the inflationary 
pressures to reduce Federal spending? 

Secretary Snyper. If Congress can do it. 

Senator Byrp. It is better to reduce expenditures than to increase 
taxes in the same amount, is it not? 

Secretary Snyper. If Congress can do it without damaging the 
economy. 

Senator Byrp. Congress can do it, if they get cooperation from the 
Administration, but when the Administration from the President on 
down is fighting everything—every single thing, every bureaucrat 
in the Government is doing that—it is pretty difficult for Congress 
to do ee 

| think that Congress will do a little more than you think this 
time, because the people are demanding it. 

The people prefer cutting the expenses of the Government to 
paving higher taxes. 
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Secretary Snyper. You and I are faced with the same proposition. 
You made some estimates last year about how much you were going 
to cut appropriations and that did not come about. 

Senator Byrp. The estimates that I made showed how they could 
be cut. I did not say that I was going to cut them. 

Secretary Snyper. I did not say that I was going to produce this 
revenue. I am trying to cooperate with you, Senator. 

Se nator Byrp. What cooperation will we get from you in cutting 
expense s? You have not give nh any spec ific reduction of e xpenses, 
if you have, I have never seen it. 

Secretary Snyper. I can show you that, if you are interested. 

I sent a report to the Congress recently, a rather lengthy one, 
showing what the Treasury Department had done in reducing the 
cost of operation, and in the improvement of the efficiency of the 
Government, and I will now ask my staff to see that this committee 
gets a copy. 

Now, I might say that while we have a much heavier workload today 
than the Treasury ever has had in history, we are operating with 
considerably fewer civilian sad cans s than they did when I came into 
the Treasury. 

Senator Byrp. I would like to have a detailed statement as to 
ways he thinks this present budget can be cut, not only in his branch, 
but in other departments of the Government. 

Secretary Snyper. Well, I will submit it for the Treasury Depart- 
ment 

Senator Byrp. How much do you recommend that your budget 
estimate be reduced? 

Secretary Snyper. I will produce figures for you. 

Senator Byrp. The budget estimate was to be reduced; how: much 
did you recommend that your budget should be reduced? And while 
I am at it, I would like to know about the other de Prern also. 

Secretary SnypER. Now, don’t get over into the others. I will 
stick to the Treasury operation. The Budget Bureau is not part of 
the Treasury today. 

Senator Byrp. I say, would you recommend that budget esti- 
mates be reduced as affecting your department? 

Secretary Snyper. I think in some places that we did. I know 
last vear 

Senator Byrp. What was the last reduction vou recommended? 

Secretary Snyper. Last year we asked for considerably less than 
the budget. 

Senator Byrp. I am talking about an estimate. The estimate vou 
submitted to the Congress. How much did you recommend that 
they be reduced? 

Secretary Snyper. We certainly are not going to come up and 
ask vou for something we do not think that we need, in the first place. 
We believe that we need it when we ask you for it. We are not 
asking vou for a padded figure. 

Senator Byrp. You probably misunderstood my question 

Secretary SNypER. No; I] am not avoiding answering your question. 

The CuHArrMan. He said so but you apparently misunderstood him. 

Senator Byrp. You apparently misunderstood what I said. I said 
Congress receives from the President an estimate of expenditures for 
the Treasury Department—that is correct, is it not? 

Secretary Snyper. Yes. 
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Senator Byrp. When your report went in did you recommend 
reduction in estimates to be submitted to Congress? 

Secretary Snyper. We worked out the matter with the Budget 
Bureau and there were many adjustments before it was ever offered. 
They do not just turn around and tell us how much our budget is. 

Senator Byrp. You said you had recommended to Congress certain 
reductions. Did I misunderstand you? 

Secretary Snyper. I do not recall saying that. 

Senator Byrp. Who did you make this recommendation to? 

Secretary Snyper. I did not say that we made the m. 

Senator Byrp. Did vou reduce them at all last year? 

Secretary Snyper. | will have to look it up and see what the 
figures are. 

In the period since I have been in the Treasury we have certainly 
reduced the cost of operations per unit of production. 

Senator Byrp. Oh, that : another matter again. 

Secretary Snyper. No, it is not another matter. If you have a 
bigger workload, and kee * see more people to take care of the 
increased workload, hen you are not saving, but if vou are actually 
doing the increased workload with the same number of people, you are 
saving money. 

Senator Byrp. There is not an agency in this Government that 
could not cut 20 percent off their administrative costs. 

Secretary Snyper. We can demonstrate that we have tried and 
we can show you we did get some results. 

Senator Byrp. I still am skeptical about it. 

Secretary Snyper. You probably still will be, after we show you, 
Senator, but it is the truth. 

Senator Byrp. I will not be skeptical, if you show me that you 
have done it. 

[ mean, a reduction in the net cost of Treasury Department opera- 
tions, and also 

Secretary SNypDER. Senator, let me ask you something. Let’s get 
it on the basis that vou talk my language oe I will talk yours. 
Normally if you used the same number of people per bushel of apples 
and your production increased, then you would foie to hire more 
people to do it, but if you worked out efficient wavs so that you would 
be able to gather in that increased crop with the same number of 
people, then vou have made a saving, would you not? 

Senator Byrp. All I can say is, that if | ran my business like the 
Federal Government does theirs, | would have been bankrupt years 
ago. Nothing could save me. 

Secretary Snyper. | am talking sense to you, not theory. 

Senator Byrp. You are not overmanned now in personnel, you are 
not spending more money than you should? 

Secretary Snyper. Well, Senator, neither of us is naive enough to 
say that any business is operating at its fullest efficiency, and the 
Federal Government happens to be so surrounded with a number of 
circumstances that it cannot quite run its affairs the way you run 
your business in private life. 

Senator Byrp. That is what I say, I would be bankrupt. 

Secretary SNyDER. By an operation of democratic process. 

Senator Tarr. Did I not see some editorial about a Coast Guard 
plane flying out to Idaho? 

Were those facts true? 
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Secretary Snyper. We discussed that with the Appropriations 
Committee; yes, sir. 

Senator Miiirkin. How about trying a “Republican” process instead 
of a ‘“Democratic’’ process? 

Secretary Snyper. I beg your pardon? 

Senator Mriuikin. I say, how about trying a ‘‘Republican” process 
instead of the ‘‘Democratic’’ process? 

Secretary SnyDER. Well, we thought this was a democratic place, 
a democratic Nation for both Republicans and Democrats. 

Senator Byrp. I renew my request that the Secretary submit every 
single reduction, and any cuts that he might have made. He is 
Secretary of the Treasury, and he has an interest in maintaining the 
fiscal policy of this Government. Maybe he will be willing to step 
out of the Department, and advocate a reduction in some of the other 
departments. 

Secretary Snyper. | offered to supply that in the beginning. 

Senator Byrn. And let that statement show to what extent he has 
reduced the actual administrative cost and other costs of his Depart- 
ment. 

Secretary SnyDER. I can give you one quick one. 

The Cuarrman. Well, the Secretary says that he will furnish that 
Statement. 

Secretary SNyDEr. Yes; I offered to furnish it before he asked for it. 

In the Internal Revenue Bureau alone last year, we can show you 
a recorded saving because of new applications, of over a million man- 
hours, and that is a savings of importance. 

Senator Byrp. That is debatable. 

Secretary Snyper. A savings of 1,000,000 man-hours is debatable? 

Senator Byrp. You mean a million man-hours in proportion to the 
amount of work you do? Do you mean you have less personnel? 

Secretary Snyper. We have a bigger workload and we are doing 
it with the same personnel. 

Senator Byrp. How do you calculate the workload? We would 
like to know that. Will you submit that in full detail, also. 

(The following information was subsequently supplied for the 
record :) 
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: Manufacturing activities 








Fiscal year 1930 | Fiscal year 1940 Fiscal year 1950 
ul 
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savings totaling approximately $56 million. This money, as d 
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BUREAU OF INTERNAL REVENUI 
4 
mw During the war the prime mission of the Bureau had been the collection of 
taxes to finance the war. When Secretary Snvder assumed office he was con- 
fronted with a tremendous organization which had continued to us ar 
methods to do a job which had increased almost six times in size because of the 
war 
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It was believed that by modernizing the organization and procedure the work could 
be done more cheaply; and the money thus saved could be spent on front-line 
enforcement work. More returns could be audited and checked, more additional 
assessments could be entered on the books and the tax evaders of the war years 
could be caught and penalized. 

Program of taxpayer assistance.—To make the job of the taxpayer easier the 
Bureau of Internal Revenue undertook a broad program of taxpayer assistance. 
Its aim was to reduce to the maximum extent possible the number of returns 
which were improperly or incompletely executed, for such returns resulted in 
costly correspondence, backtracking by the Bureau, delays, and annoyance to 
the taxpayer who sooner or later had to make corrective adjustments in his 
return, 

The principal steps taken to make the taxpayer’s job easier were these: 

1) The Bureau simplified the more important return forms, and introduced 
Form 1040A, which is used by almost all taxpayers whose gross income is less 
than $5,000 and derived primarily from salaries or wages subject to withholding 


, he Bureau clarified the instructions which accompanied return forms. 


These instructions informed the taxpayer not only what he should report on the 
return, but what he had a legal right to deduct or omit from it. This was a new 
approach, and it has fostered cooperation and good will on the part of taxpayers, 

3) The Bureau completely rewrote the booklet Your Federal Income Tax 
in order to make it a well-rounded statement of the individual income-tax laws 
and regulations in nontechnical language. Formerly, taxpayers, lawyers, bankers, 
and others had to refer to unofficial sources for simple explanations of these mat- 
ters \bout 265,000 copies of the revised booklet were sold in 1949, and it was 
commented on very favorably by the public and the press. 

1) The Bureau combined the form on which employers are required to report 
the social-security insurance tax with the form used by them in reporting their 
withholding tax, thereby reducing the work for both the employers and the 
Bureau. 

By these steps the Bureau made a real impact on the difficult problems con- 
fronting the taxpaver. With the new, simpler forms and the rewritten, easy-to- 
re ad Instructions the taxpaver 1s able to execute Aa more comple te al d correct 
return, and to understand better his tax obligation to the Government 


Vodernization of orqanization and procedures As the result of a continuing, 
well-planned, and determined attack on inefficient operating procedures, obsolete 


office pract ices, and outdated theories of administration, the Bureau has s icceeded 


during the past three fiscal vears in saving a cumulative total of 4,571 man-vears, 
or $12.7 million on a recurring basis. During the fiseal vear 1950 the Bureau will 
save 2,695 man-vears, or $8.1 million, inclusive of recurring savings These 


funds, totaling $20.8 million, have been used and will be used to bolster field 
enforcement During the four fiscal vears, 1947 
made available through these funds will have made additional tax assessments 
totaling about $450 million. 


Practically all of 


50. the new enforcement agents 


of the savings have } 


and aggressive search for more efficient and more economi 


een effected br a continuing, ¢ ymmprehensive, 


| wavs to perform 





and discharge major funetions. These savings have not been realized at the 

expense of service to taxpayers, or of the Bureau’s audit and investigatory work. 

The accomplishments in the Bureau fall into five main categories, as follows: 
Vechanization of collectors’ offices.—The processing of nearly 200 milli 





tax returns, information returns, reports, forms, and other documents each year 


s an operation that necessarily calls for the use of mass accounting and recording 


techniques. The Bureau has accordingly been conducting an energetic and svste- 
matic campaign to mechanize as many as possible of the operations performed in 
collectors’ offices in connection with these returns, ete. Included among the 


modern business machines which are either in actual use or under test in various 
¥> + } lea? 992 + hi 


offices are tabulating equipme! h-speed posters, electromatic type 


validators, bank proof machines, microfilming apparatus, and envelope-stuffing 


machines, Nearly all of these machines supplant operations formerly carried on 
by hand or by less modern and slower equipment 

Crenera rqanizatror 1~d system ~mpro'e' ni. This program has two 
purposes: first, to review the need for organizational changes in all segments of 
the Bureau’s departmental and field structure; and, second, to analyze and make 
necessary revisions in all major operations of a type to which the mechanization 


program has no direct application. Some of the more important accomplishments 


effected under this program are: (a) consolidation of the wage-tax and excise-tax 


work in collectors’ offices, with a resultant saving in personnel and_handling costs; 
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(b) beginning January 1, 1950, extension of the depositary-receipt system of 











; 
collection to the withholding and employment taxes, and later to the excise ta es? 
and (c) adoption of preassembled accounting forms for use i any of the col- 
lectors’ Operations, resulting in savings of 25 percent in the costs connected with 
such operations. 

3 Work-s mplification and cash-awards proqrams Chess 1a verv real se 
are the individual emplovees’ own management-improvement programs. The 
represent an effort to train employees in the principles of wo management and 
simplification so that they can appiv those principles in heir own dav-to-day 
work and thus become active participants in the Bureau’ ver-all impr 
effort. To date, the work-simplification program has y { OD rovemse s 
which have been accepted and installed 

1) Decentralization of routine worl This program has f of objectives 
the shifting to the field of routine work being performed Wa netor To the 
extent that the work requires the same number of man-hours in the fie as it 
did in Washington, no savings result except as to transportat ts and tir 
In a number of instances, how r, it has been found t oO D 
up mto s nall segments, the field offices are able to abso t! rs uT wit] 
additional personnel In other instances, some duplication of effort ni- 
nated so that substantial net savings accrue from the ft | till ot he 
the s fts ave had the effect of reducing t e lags Wi vil 
rie ul ie expense, arc certain to be costly in tl ong ! ' yf (;overn- 
Mm t, to the taxpaver, or to bot! 

I'vpical of some of the improvements were t! rOloOW INE 

a The Survey, cla sification, an | retention of a adivic near tar ' 3 
are now the responsibility of field offices The survev and assification work in 
connection with approximately 2!'6 million of these returns erly earried 
on in Washington. 

b) Practically all excise tax returns, numbering over 6 million per vear, are 
now retained in collectors’ offices where, as a part of the collect etin roces 
thev receive an examination for correct ss, which was for 
Washingt 

Responsibility for the adjustment of appr 200,000 ¢ ! 
r 1 of emplovment taxes « wages in excess of S3.000 np 1 7 c 


5) Audit-control program.—The results of this program \ not al 


par 
for at least another year, but it has potentialities for effect substantial econ- 
omies and better allocation of effort in the performance of t Y yhases 
of the Bureau’s work. The program, which is based on 1 , 1 ga 
brig is designed to bring to light the most aggravat as of 1 eon 
pliance with the income-tax laws, so the Bureau will | 1 better nos 
» deploy more effectively and more economically its ‘ itor 


effor Also, this program should aid material rai : al lai is of 


Nuntary comphance by taxpayers 











I R} I OF ¢ roms 
¢ the war the program of the Bureau of Customs was directed ward 
ng laws and procedures related to exports, et rs fi! ther rity 
. There was little opportunity » keep pa ' mds and 
echniques. After the war it became necessary to analyze gram and pro 
cedures to meet efficiently the continually changing postwar need 
In addition to internal measures taken by the Bureau of ¢ toms and ( 
Treasury Department, Secretary Sny ler, in the spring of 1947, as Congress for 
authority to use $100,000 of the Customs appropriation to have a private manage 
ment-engineering firm survey the operations of the entire Burea Autl 
was granted, and this survey, completed in January 1948, wa ade tl icleus 
of a Customs management-improvement program TI yrogra! ha gait ! 
impetus as it has progressed Private industry. foreign gover ent repres \ 
tives, and other Government agencies have been consulted wit! to improy 
ments in Customs matters 
The ‘‘steering committee” directin iis effort is composed « ( toms head- 
quarters and field officials and other Treasury officia By eir experi- 
ence to bear on Customs matters, it has been possible to seeure ler frame o 
reference for the resolution of Customs postwar problems. 
Increase in workload.—Complicating this management pro. ent progra' 


Was the fact that the workload was not static and that energy had to be direeted 
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resolving current crises. Important workload components increased sharply 





between the fiscal years 1947 and 1949. The number of entries, for example, had 
risen rom 3.4 million to 3.9 million, an increase of 14 percent. Samples tested by 
laboratories had risen 21 percent, invoices processed, 19 percent. Tabulations 


revealed that an over-all average increase of major workload items approximated 


10 to 15 percent, 


fvirection ¢ a col of progra : The I mave : t-improvement program has 
been directed into five major areas: (1) trade-agreement activities: (2) aids to 
trade; (3) procedure simplification; (4) public educational aid; and (5) other 
management-control measures. 


So successful has the program been that, even though the workloa i has increased 
out 10 percent since 1947, Customs e nplovment has been reduced by about 
a similar percentage during this period. 


The “savings ’ under the program include not only savings of cas! 























of I anpowel whic h Was transferred elsew hers nt > Bure au to meet the increas d 
workload. Savings are projected from year to year during the period consice 1 
to reflect the cash OUTLAN wl ich vould ! ave been re il! ! to ope rate the ( ustoms 
program if these improvem had not been made The summary figures 
which follow, as well a data, are on this basis. , 

In the fiscal year 19 ireau program saved a total of $472,500. By 
1949 the program had gained additional impetus, and savings totaled $1.1 million. 
In 1950 the Bureau will record estimated wement savings of $1.6 million. 
The 3-vear total for the program will be ay imately $3.2 million. 

In addition to handling more work at reduced manpower expendit Service 
to the public has been linprove 1, with a resultir g improvement in publi rela- 
tions. The major areas of accomplishment are discussed in the following 
paragraphs 

1) Trade-agq nent activittes Customs participated in the Habana and other 
trade-agre ent ¢ ther with other Government agenci idi 
have been mad entered into under the I rnational Trade 
Organization, sho ership, and under the General Agreement on 
Tariffs and Tr le s have be ade to determine the adminis- 
trative or legislative action needed to live up to these commitments. Legislation, 
where indicated, ha ( lrafted. In addition, the preparation of the various’ 
trade-agreement schedules by Customs has been a substantial accompli 

2 lids to trad Not only has the Bureau of Customs participated in the work 

to and resulting from the Habana and other trade-agreement conferences 
participated in discussions with the representatives of other governme 
ng the recent tripartite talks, with a view to simplifying Customs pro- 
ceatres 

O gement-improvement program were 27 recommenda- 
tiol export and i iport requirements. These covered 
entry, ition, app nent wopliz and testing « ! 
P ral of ! aircraft, ; 

0 Be significant items of the Cust 

kload are ri ind becau present prospective budgetary limitation 
do not provide for ade ate staffing at present import levels, procedure ny i- 
tion has been imperative. Ineluded in the improvements made are the followi 

a The for? ate and use of sctentific control weight ,and testing proc hire 
Scientific control weighing methods have been applied to the three principal 

‘ing commodities handled by Customs, namely, sugar, wool, and 

‘the studies are not compl Le, these methods have resulted in la f 
manpower savings and more exneditious handling of these commodi \l 
over, industry is being better served. 

f Joti i custom iminiig wien pre lrminary questioni nq of pede strian ar d vehi ‘ar 
trafic at land border poris.—This program, providing that a single Government 


Official ask both customs and immigration questions of the traveling public 


has been successfully installed along the Canadian border with savings to both 
the Customs and Immigration Services, as well as improved service to the public 
Che lexican border. Customs savings 
during tl fiseal vear 1950 alone will total about $137,000. Smaller savings 
were recorded in 1949 when the program began 

c) Work simplification.—This program, which depends on the knowledge of 
the emplovees of the Bureau, has been increasingly successful. The program 
got underway during the fiscal vear 1949, when savings of $108,100 were reported 
and will continue through the fiscal year 1950 and subsequent years. Savings 
for 1950 are estimated at $325,000. 








system ts being expanded to include the 
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1) Pul i¢ educational aids. Customs is meeting the probiem of creating 
better public relations by providing customs information to e travi ys and 
importing public. A Customs Hints folder, in simple, direct language and com- 
plete with illustrations, has been prepared to assist the traveler. In cooperation 
with other Government agencies, customs has prepared a brochure for pros} 
importers and exporters. In addition, customs has invited 1 
its local offices to present and discuss their problems. Continuing emp! 
being given to this phase of the program and press relea are ied when a 
subject is of interest to the public. 

y) Otiier management control measures, In this ares inprovement have been 
made in three pricipal categori 

a I niorcemeni method , Since the end of the war cu a a T Vaiuate d 
its enforcement techniques and has eliminated ts trad i poraer patro 
Outmoded enforcement techniques have been replaced ition and - 
creased purchase of information. ‘The elimination of Southwest border 
patrol alone resulted in savings of $358,700 in 1949; future vears w re- 
curring $438,700 savings. 

In addition, the method of port patrol has been changed Radio pati cars 
now cover almost the same areas as did the traditional foot pat: before its 
reduction in size. Resultant savings amounted to $472,500 the fi vear 
1948. 8530.300 in 1949, and $530,300 estimated for 1950 ane quent ve 

y Delegation of a itho “ Other significant managen nire measu Ss 
which have been instituted are as follows: Appropriate authority has be e- 
gated to the man with the job; personnel activiti have been decentralized to 
local field offices; fiscal and budgetary responsibilities | ( delegated 
field; and authority to make many technical operating ons has b n 
to district operating oflicials. 

( Imp oved service functions. Central rvice tunetions ic i pavro and 
‘count matters, mve been central! d IN field citi tine A sing oth 
performs these functions for al istoms installations in that t\ Chis 1 ts 
in higher-grade work and better control Other orga ational changes are 
being studied, including consolidation of the mail division fi ions under a 
single office in field cities, which should result in m effici ervice at me 
reduction in cost. \loreover, under the jcint General Accounti Oftfice-Treasury- 
Bureau of the Budget accounting program, a systematic review being made of 

all the accounting and auditing procedures, with a view to streamlining t! 
operations and providing for the elimination of any overlapping or dupli io! 
which may be found to ¢ st 

Vianv of the chan res discussed here will require leg wion u ev are ft nave 
their full effect. Administrative changes are being made as rapidly as pos 
and the total estimated savings thus far attained indicate the success ol 
measures so far undertaken 

BUREAU OF ENGRAVIN AND PRIN 
The Bureau of Engraving and Printing is not bur ( iry 
It is an industrial or menufacturing plat Ss, engraves { 
} nts eur cy Hond notes | eertif tes reve postage s 
iovernnn checks, postal-sa. rs certificates, Warrants nd many other kinds 
f documents and forms. 

In 1949, for example, the Bureau delivered 74 illion sheets of finished work. 
Chis total included 510 million sheets of postage, révenue, and other stamps wit! 
a face value of $42 t billion, 140 million sheets of curren i rT! rating S6.5 billior 
in face value, and 77 million bonds, notes, bills, ete., with a face value of SI85.9 
bilhon 

During the war the Bureau of Engraving and Printi ike other Tre 1 
bur is, had to meet demands 2s best eould. Eeono ‘ efficiene, ‘ 

cessity secondary to the problem of getting the job done War hed brought 

anv new technical developments but few of them had been adapted t e 
Engraving and Printing Bureau, for the Bureau hed been u e to ¢ oO 

echnical personnel LO Corry on research end experime t i work | 1946 tne 
Bureau wes authorized to undertake an immediate moder tion program, whiel 
} } } 


cs as effeeted savings of $11.8 million as @ result of new and improved 
means in handling its work. 





Modernization in the postwar pe rod. The postwer period brought heavy de- 
mands for new currenev. The decision to keep paper currenc on for 
longer periods before replacing it with new money was helpful for a time, but 
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eventually production had to be increased. New presses were needed. The 
Treasury learned that 20 new flat-bed printing presses equipped with automatic 
polishers and semiautomatic feeder boards had been built for the Soviet Union, 
but our. Government had withheld the presses. The Treasury bought these 
presses for $250,000. 

Subsequently, contracts were awarded for the manufacture of automatic 
polishers and semiautomatic feeder boards to equip 150 of the old presses in the 
Bureau. It is calculated that these modernized presses will make it possible not 
only to increase currency production by approximately 30 percent, but will 
save about $1.2 million each vear. 

foreign currency production.—Outstanding projects performed for other agencies 
included the production of Siamese currency for the Government of Siam; Korean 
currency and military certificates of four separate issues ordered by the Depart- 
ment of the Army; Cuban currency ordered by the Cuban Government through 
the State Department; and Philippine currency and postage stamps produced 
for the Government of the Philippines. It was necessary to secure the services 
of a commercial firm to assist in the offset printing of the Siamese and Korean 
currencies and the military certificates. 

One of the most interesting and important projects brought to a suecessful 
conclusion by the Bureau was the production of a special currency for use in the 
western zone of Germany. As Pureau facilities were taxed to capacity, it was 
necessary to use the offset process of printing and to negotiate for the production 
of the currency through commercial facilities. The use of the offset process of 
printing in the initial phase of production made it possible to meet the deadlines. 
During the 3 vears that special currencies were produced, the offset process saved 
the Government almost $8.3 million 

Postal issues.—Since July 1946 the Bureau has produced 59 new postal issues 
for the Post Office Department. The heaviest workload in the Bureau history 
occurred during the calendar vear 1948 when there were 29 new stamps, the ma- 
jority of which were issued to comply with special congressional legislation. This 
accelerated program made it necessary to produce a new stamp issue every 9 days, 
nstead of the usual 60 to 90 days. All of the new issues required preparation of 
designs, engraving of dies, making of plates, printing and processing of sheets, 
and shipping of finished stamps to post offices throughout the United States. In 
many instances overtime work was necessary to supply sufficient quantities of 
stamps to the various post offices in time for the designated issue dates. 

Experimental work.—The Bureau has carried on an almost endless number of 


experimental and research projects. As a result of this work the Bureau has pio- 
neered in the production of a special type of printing ink to be used with the new 
rotary press now being developed to print postage stamps. The higher speed of 


this press requires an ink which dries faster than the conventional types. 

One of the Bureau’s persistent problems has been to lengthen the life of paper 
currency. If the period of its use can be extended, the cost for printing money 
can be reduced. The Bureau and the manufacturer of the Bureau’s currency 
paper have been working together to produce new internal sizing agents, These 
new sizing agents are being used experimentally to see if they will improve the 
physical properties of currency paper. 

The Bureau is now working on the design and construction of new equipment 
to replace worn-out or obsolete equipment used in printing of currency, bond 
and stamps. Safety, improved quality, decreased costs, and the conservation of 


a 
raw materials are important factors in new designs. Experiments conducted after 


} 
i 


modifications of existing equipment are serving as a guide for the design of a new 
press which is now under contract. This press will be adaptable for multicolor 
printing of postage stamps. 


RUREAU OF THE MINT 


mint service was confronted with 
‘immed from two sources First 


’ 


until in 1945 more then 38 times es 





any coins were delivered to the public than were required in the prewar veers 


I ( 
Sec lv, foreign coin production for the Allied countries end their overseas 
possessions devolved upon the Bureau of the Mint when the mints of these coun 
tries were put out of operation bi enemy 2c mn for 9. number of veers the 
mints operated 24 hours a dev, 7 dats a week. \s result of these susteined 
opera ns, much of the mints’ equirment suffered severely Moreover, in its 


all-out effort to meet tremendous wer production schedules, the Bureau was 
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The force! to neglect in many respects its personnel problems, safetv and industrial 
natic hygiene, and working relations with employees’ unions. 
nion, Upon assuming office, Secretary Snvder directed that a complete review be 
these made of all the operating procedures of the mint service New, modern equip- 
ment would soon be available, and the Bureau should stand ready to take ad- 
natie vantage of it as it came on the market 
n the In September 1946, therefore, a conference of officials representing the enti: 
e not mint service was held in Weshineton, D. C. The purpose of ¢! conte Cc 
will was to obtain a direct exchange of ideas between the technicians actually in char 
of the manufacturing processes in the individual field plants During this 
neies conference every technical manufacturing process of each plant was serut red 
reat and extensively discussed along with ideas for improvements nd me or im- 
part- proved tvpes of equipment were surveved. More thar LOO o7 rating proble 
ough ranging from the pouring of ingots to the shipment of the completed coin, wer 
luced considered by the essembled officials. lhe discussions w i were held at this 
‘vices conference were recorded and subsequently compiled { a WI en transcript 
rean which, in effeet, constituted a textbook on modernization for nint servic 
VN reover, the officials who had at ence ! ti cont ( | I na sit d 
ssful outside manufacturing concerns which had metalworking activities in any ay 
n the similar to the mint processes. Technical experts from private industry were in- 
was duced, as a re if these visits, to lend their assistance in iving the p Jems 
ction which the war had left 
‘ss of Working relations with emplovee unions had to be reexamined the light of 
lines. postwar developments. The Bureau of the Mint established a peliev of 
saved ducting annual wage survevs in each of the five mint areas emplovine ner diem 
workers in order to adjust their rates of pay to a level comparable to that for 
ssues similar work in private industry. Definite procedures were established for resolv- 
story ing union and emplovee grievance 
ma- Management Savings. The nint service has shown est nat ! ivings totali 


This $1.2 million for the fiscal years 1947-49. Additional savings for 1950 are esti- 
davs. mated at $300,000, making total savings of 81.5 million in tl | vears. 














on of Some of the major operating improvements in the mint service are deseribed in 
ieets, the following paragraphs: 
In - | The development of a water-cooled mold Th MN t WU Philadelp] 

ies of formerly cast silver ingots by pouring into individual molds by hand, which mad 
it necessary for the workers to handle hot molds and hot it : The new water- 

er of cooled mold, developed for mechanically casting silver ingots, eliminates the han- 

3 pio- dling of the mold and ingot. 

new 2) The development of the universal Ko riv the mints had 

ed of to cast separate ingots for 10-cent, 25-c Di ~ There has now 
been developed a universal silver ingot which ea for all of the silver coins. 

paper 3) Reduction in the number of passes of ingots through rolling mills New 

Loney rolling-room equipment has reduced the number of passes of ingots through the 

rency mills 

hese Other imp: vements I ide inet ased spe qd itting presses he ition 

e the and adaptation of new annealing equipment, improvement of milling machines, 
and a change of reviewing procedures. 

ment 

onds. FISCAL SERVIC! 

m of 

after During World War II, the work in the fiscal service increased at a tremendous 

. new rate. Serious problems had arisen because of the magnitude of centralized opera- 

ieolor tions In 1946 the fiseal service, therefore, increased the te » of its dec : 














tralization program. \Ianyv of the most i economies realized during the 
subsequent vears resulted from this progr: 
three other means s d to economi in the fiseal service during the postwar 
period wer? the elimination of overlapping and duplication between the bureaus 
with of the fisea! service, rovement of basic procedures, and 
First, the adoption of s nplovees l ler tl! bDenartin ’s 
1S OS work-simplification program. 
irs Shortly after the end of the war, the Secretary of the Treasury authorized the 
‘rSEAS Fiscal Ass’stant Secretary to recruit a small staff of high-grade accountants for 
put over-all management worl Moreover, the three bureaus in the fiscal service 
s the were encouraged to strenethen their technical staffs as well as their executive and 
e.ined key supervisory personnel. With these technical specialists, the fiscal service 
in its was able to review its operations critically and to supply expert assistance to 
1 was those responsible for line operations. 
$6141—51—pt. 16 
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Inasmuch as the fiscal service is primarily a service agency for the Government 
and the public, the problem was one of speeding up and reducing the cost of the 
service performed. Since the summer of 1946, the fiscal service has shown manage- 
ment savings totaling nearly $10 million. Savings effected apply not only to the 
vear when the improvements are installed, but also to all future years in which the 
operations are performed. Savings for the fiscal year 1950 are estimated at $6 
million. Three major improvements which contributed to the $10 million savings 
are the decentralization of the Treasurer’s savings bond redemption operations to 
Federal Reserve banks, with savings amounting to $680,000; the revision of the 
procedures for processing reissues and redemptions of savings bonds, with saving 
of $1.7 million; and the consolidation of savings bond operations in parent Federal 
Reserve banks, with savings of $2 million. 

There follows a brief narrative account of the programs in each of the three units 
iscal service, as well as a review of the Government-wide program to improve 
Federal accounting and financial reporting. 

Office of the Treasurer.—Some years ago the payment of checks drawn on the 
>of the United States was largely decentralized from Washington to the 
‘serve banks, thus eliminating one step in handling the major part of 
paid checks. This program is a continuing operation \t the present time 
approximately three-fourths of ail checks drawn on the Treasurer of the United 

t 1 the Federal Reserve banks. 

In 1947, the audit of redeemed savings bonds by the Treasurer of the United 
Stat vas discontinued; and, in substitution therefor, improved audit procedures 

re designed for the Federal Reserve banks and the Office of the Register of the 

In the fiscal vear 1949, tl ‘Treasurer 
f the United States in Washington on mail order was decentralized to the Federal 
Reserve banks. During the fiscal year 1950, arrangements have beer 
discontinue the separate examination of paid interest coupons in the Treasurer’s 
Office after their payment by the Federal Reserve banks as fiscal agents of the 
Treasury and prior to their transmittal to the Register of the Treasury for final 


States are paid through 





1e issuance of savings bonds by the ‘J 


1 made to 


audit In lieu of su h examination improved control procedures nave b en set 
up in the Federal Reserve banks followed by a thorough audit by the Office of 
the Revister of the Treasury. 


The most revealing picture of management improvement In the Office of the 
Treasurer is shown by the following comparison of workload and employment: 
In the fiscal year 1947, the office had 2,058 emplovees and processed 264 million 
cheeks; in 1950, employment will total about 1,500 and 252 million checks will 
be proce sed Thus, in 4 vears, the check workload, the main con ponent of the 
total workload, has remained virtually the same while employment has dropped 
ercent. 
lanagement savings in the Office of the Treasurer totaled $268,000 in 194 
$310,000 in 1948, $406,000 in 1949, and an estimated $444,000 in 1950. 


‘ 
t 
Bureau of Accounts, which includes 


Bureau of Accounts rhe program of tt 
the Division of Disb irsement, has been dir ‘ted to reduction of operating costs 


and at the same time improving service rendered. 
Improved proce lures have been intiated to speed up the issuance of duplicate 


check In Cases where the originals have peen lost DV the paye 5 | Tective ste ps 
have heen iaken to m chantize operations wher ver possible. and to adopt othe r 
improvements, which have resulted in substantially lower unit costs for issuing 
check 


ectiveness of management improvement is shown by the following com- 
parison of workload and employment: In the fiseal vear 1947 the Division of Dis- 
bursement had 3,735 emplovees and wrote 160 million checks; in 1950, emplov- 
ment will total about 3,472 il " i 





and 186 million checks will be written Thus, in 4 
years, e ployment will have dropped about 260 and the workload will have in- 
creased by 26 million checks. 

Management savings in the Bureau of Accounts, including the Division of 
Disbursement, totaled $550,000 in 1947, $1.3 million in 1948, $2.1 million in 
1949, and an estimated $2.4 million in 1950. Nearly all of this is reflected in 


reduced appropriations. 


Bureau of the Public Debt.—The major problems of the Bureau of the Publie 
Debt in terms of volume of work handled had their inception in the tremendous 
expansion of the savings bond program during the war. In recent vears it has 


been necessarv to devote considerable attention to the elimination of wartime 
accumulated backlogs in various savings bond operations, and at the same time 
to handle a large volume of current work. 
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An important phase of this program has been the policy of decentralizing to the 
Federal Reserve banks responsibility for the processing of certain phases of the 
work incident to the issue and redemption of savings bonds. ‘This ste 
much duplication in operations of the Federal Reserve banks and 
the Public Debt. Some of the acecomplisl ments in this field 
solidation in Federal Reserve banks of the work incident to the 

{ 





savings bonds and the decentralization of the audit of savings 
Office of the Register of the Treasury. A revision of procedure for processing 
reissues and redemptions of savings bonds, under which Federal Reserve banks 





are authorized to conduct these operations, has not only speeded up service to the 


public, but has made it possible to reduce substantially the operating costs. 
Management savings in the Bureau of the Public Debt totaled $190,000 in 1947, 


almost $2 million in 1948, $2.8 million in 1949, and an estimated $2.9 million i 


190. 
Joint accounting project One of the ] hic the Fisca 
Service is currently concerned is that i continuing 





Government-wide program to inprove Federal accounting and financial reporting. 
| Te} 




















The Treasury, the General Accounting Office, and the Bureau the Budg 
as the three central fiscal agencies of the Government, are taking the lead in thi 
program, Which was announced jointly by the heads of these three agencies early 
in 1949. ‘This is the first time since the enactme: the Bu und counting 
Act of 1921 that the officials of the three agencies e adopted a formal program 
of cooperation to bring about improvement in Dasic account { ystems roughout 
the Government. 

Under this cooperative program it is hoped Government age ies Will ultimatel 
adopt uniform principles of accounting, giving due recognition, of course, to 
varying needs of different types of Government activities Other objecti tl 
program include the strengthening of the facilities of the Treasury as the operating 
center for current accounting and over-all financial reports; making avy ble 
more informative financial reports at lower accounting costs; Improving budgetary 
proce es in line with th i provement Oot acc uiting and financial ey rting;: 
improving the Government ssvstem of audit and control: and « blisk gal 
of aceounting and reporting principles and standards for general observance. 

The Treasury, by revising the Coast Guard accow 6 f rr 
need preser bed OV Sponsors of the joint program, is an ul wenciles Hic! 
have taken the lead in the new program. Whe he installation is complete t]} 
management of the © 1 will have availabie an accou ng svsten hic! 
will meet more ef needs of manag a ul 

OFFICE OF THE COMPTROLLER O} HE CURR 

Measut uve be iken | e Office of 1 $- t ro Curren 
in past 3 vears to strengthen its bank examining f{ { Chis Off , is 
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r be ficial, ar | vision of the instructio to 
2) issua of a Digest of Opinions of the Comptroll e | ! 
necessary supplements to kee} rrent evision of ny ! LWS 
ffecting national banks; and (4) revisionfof « minatie 01 rms ring 

m in line with new developments in the banking field. 

Moreover, the Comptrollér Ot the is rrencyv tas & } pt 1a poliey o I 
the District Chief National Bank Examiners periodically at g the 12 districts 
n order to bring about a fresh viewpoint in each distri 1 t mul tI 
chief e Aimnihers by the challenge of 1 prob . 

Through cooperation with other bank supervisory agencies porta! 
have been made in the examination procedures relating to ai ication of 
assets and appraisal of securities 

The ereation of a unit to give sp cialized direction for e supervis na 
examination of trust departments of national banks has contributed to 


provement in operations of the Office of the Comptroller 
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COAST GUARD 


On January 1, 1946, the Coast Guard was returned to the jurisdiction of the 
Treasury Department, after spending the war years under the Navy. Thus, 
when Secretary Snyder assumed office in 1946, he found the Coast Guard once 
more in the Treasury Department. During the 10-month period after VJ-day, 
the Coast Guard demobilized from a strength of 172,000 to 22,000 officers and men. 
At that time the mission of the Coast Guard in peacetime was uncertain and 


obscure. Demobilization had disrupted the orderly procedure of its operations, 
and a host of new duties assumed during the war remained as a continuing respon- 
sibility. Moreové r, not only the men but also the funds to do the job were gone. 
Since then, the peacetime mission of the service has been well defined and has been 
affirmed by Congress in legislation. The money and manpower today have been 
more properly sealed to fit the size of the job. 


Vanagement study.—Reecognizing the critical condition of the Coast Guard in 


he summer of 1947, the Seeretary of the Treasury and Congress made provision 


or a major business study of the service to be conducted by a private firm of 
consultants. 

The firm submitted its report in January 1948 and advanced 193 specific 
recommendations aimed at furthering improvement in Coast Guard operation. 
These proposals became an integral part of a broad improvement program. To 
date, action has been completed on 119 of the recommendations, and the remaining 


74 are in process of implementation or are being given further study. 


Achievements Major improvements which have been initiated in the Coast 
Guard since 1947 are reviewed in t} following paragraphs. 

| Integration of former Lighthouse Service and former Rureau of Marine Insperc- 
tion and Naviagatten. Although phases of these consoli lations were accomplished 
during the war, much has been achieved sinee 1947 Increased economy and effi- 


ciency have been attained through consolidation of facilities, reduction of operat- 
ing expenses, and better utilization of personnel assigned to marine inspection and 


aids to navigation functions 
2) Consolidation of districts. The former Tenth (San Juan) Coast Guard Dis- 
trict was abolished on April 1, 1948, and merged with the Seventh (Miami) Coast 


Guard District, thereby effecting certain savings and making possible a redistri- ° 


bution of personne! to less adequately manned activities 














3) Consolidation of facilities A special board of officers, convened early in 
1949, has recent ve mnecluded its mission of investigating the necessitv for operating 
each lifeboat station, light station, and lightship. This board, as a part of its 
tudyv, held publie hearings in the loealities concerned to determine whetber the 
facility need be continued. The report of this special survey board is currently 


being reviewed by the Commandant, prior to its formal submission to the 
Department 

| Imp ovements 77 accounting. A special stalf activat ‘d in Ni vember 1948 
is devising improved accounting organization and procedures. Improvements so 





far under wav include: (a) decentralization of detailed accounting to districts: 
I entralized consolidation of reports and analyses for management purposes; 
(¢ Wuse of site § 


permi 





udits and reduction of depsrimental post-audits to the maximum 
- 
I 


ible extent; and (d) establishment of an adequate svstem of cost account- 





ing. \ pilot organization in the Fifth Coast Guard District is planned for 


March 1, 1950, with extension to the other districts as rapidly as possible. It is 


expected that the complete change-over wil! be accomplished by January 1951. 
5) Improvements in supply.—A study of existing supply procedures initiated in 


February 1949 is progressing toward: (a) more efficient methods of procurement; 
(b) better inventory contro] with reduced costs; (¢) faster filling of supply orders; 
and (d) improved distribution of stocks. As an initiel step, it is intended to 
utilize existing sites and facilities to establish a field distribution depot in each dis- 
trict (except the Eleventh and Fourteenth). These district depots will become 
satellites of naval supply activities for the distribution of general stores to all 
Coast Guard shore and floating units (except large cutters) in their respective 
districts. 

6) Utilization of mechanical devices.—The war-famed Army “DUKW” is an 
excellent example of a recent improvement in equipment for use in assistance, 


search, and rescue. After some modifications and exhaustive tests in 1947, this 
amphibious-type vehicle has been added to the allowance list of many lifeboat 
stations to replace older and less adequate types of floating equipment. Some 


here A somewhat 


savings in personnel may accrue for diversion to duty else 
similar situation exists with respect to helicopters. The helicopter vow fills an 
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important need aboard certain ships by extending the present radius of search 
activity. Its use at lifeboat stations is also under study. 


(7) Conversion of manned aids to navigation to unattended status.—Each year the 
Coast Guard is able to convert certain aids to navigation from a manned to a 


i 
automatic or unattended status. This, of course, permits the reassignment of 
personnel elsewhere. The Coast Guard has also been experimenting with an auto- 
matic unmanned lightship. 

(8) Improvement in electronic devices.—The rapid advances in the field of elee- 
tronics during World War II have enabled the Coast Guard to adopt electronic 
improvements. These advancements improved the quality and quantity of 
service to the mariner. . Types of equipment which have recently been improved 
or devised include: (a) remote-control radio receiver; (b) coastal lookout radar; 
c) direct-reading loran receiver; (d) automatic radio direction finder with visual 
presentation; (e) portable radiophone and radiotelegraph; and (f) ramark and 
radar reflector equipment. 








(9) Mechanization of clerical work.—Extensive study has been devoted to 
furthering efficiency through mechanizing manual clerical procedures wherever 
possible. Of major importance is the mechanization of personnel accounting 
which was achieved in 1949. Similar studies are in progress for the mechanization 
of manual work in other fields. 

(10) Work-measurement and personnel-utilization programs Although cur 
rently hampered by lack of sufficient personnel. intensified programs concerné 
with the development of a more adequate work-measurement system and the 
better utilization of personnel are in progress. 
management practices.—A central management group now scrutinizes detailed 
aspects of the management of the Service. This group is devoting its attention 


11) Review of methods and procedures looking toward genera ” wement 


to the general improvement guidelines established by the consulting management 
firm. 
COORDINATION OF ENFORCEMENT ACTIVITIES 


In addition to the law-« nforcement re sponsil ilit te of the | ireau of Customs. 
ie Bureau of Internal Revenue, and the Coast Guard. heavy enforcement duties 
rest with the Secret Service and the Bureau of Narcotics. Effective cooperation 


f all of the Treasury !aw-enforcement groups is assured through the work of a 


+} 








Chief Coordinator, who directs the interehange of ideas and formation as \ 
cooperative performance in specific enforcement undertakings 
Under the personal leadership of Secretary Snyder, the Treasury Department’s 
vordinated attack on crime has moved, since 1947, into it st eff ive period 
he epartment ha ucceeded in utili c tl benef ited pr f 
work in detecting and convicting criminals wv thout tie hig en.ral overhead 
cost usually associated with these efforts. Three positive po s have been 
ised as the substitute for more mechanized and costly centrali ntrols They 
ire (1) aggressive and consistent top management support, (2) res] ed leader- 
ip selected from within the organization, and (3) a cooperatir tvp f leader- 
ship emphasizing the specialized tatent of each morceme! uni intert il of 
ideas. training and education, and practical research, 


Another perspective on the accomplishments of enforcement operations is 





furnished by the growing dollar volume of fraud-case taxes and penalties recom- 
mended, and other fines and seizures. Since Julv 1946, lates timates plac 
he total fines, penalties, and value of seizures in excess of $91 million. In 


addition, in tax-fraud investigations alone, recommended taxes and penalties for 
the period are approaching $1,400 million. 

Rise in service morale. Surveys bv the Coordinator indicate that the morale 
of Treasury enforcement personnel has been raised during the last few years 
0 its highest level in departmental history. 

The policy of filling the position of Chief Coordinator and those acting in that 
capacity from the ranks of career executives within Treasury enforeement has 

mtributed to the rise in morale. Thus, when Treasury Department Order 114 
appeared on June 1, 1949, restating the Department’s position on promotions of 
personnel, the Coordinator was able to report that this policy was fully installed 

every branch of law enforcement. 

‘his improved morale has enabled the heads of the enforcement groups to 


rk together actively in the improvement of departmental working conditions 
for enforcement officers. The biggest lift was provided by t} iw permitting 
enforcement agents to retire at the age of 50 after 20 vears’ service. This law 


vas put on the books principally because of the personal efforts of Secretary 
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Snyder. There is also pending a proposal to add to the salaries of enforcement 
agents a 10 percent pay differential for the overtime they must work. 

Training and cooperation.— Assisted by the Office of the Coordinator, Treasury 
agencies have recently made arrangements whereby their men may attend 
certain related training schools conducted by the armed services. The Coordi- 
nator’s Office also participated in training sessions conducted by the armed 
services, which presented material on civilian police work. 

Treasury cooperation with local authorities is carefully maintained on an 
informal basis. The continuing reward for this is the unstinted cooperation of 
local authorities, which, in turn, is of material aid in enabling the several units to 
maintain their high record of convictions. 


SECRET SERVIC! 


Counterfeiting The upsurge in counterfeiting during the postwar period has 
been one of the most difficult problems of the Secret Service. \ most helpful 
factor in meeting this problem was the voluntary uncompensated overtime work 
of the men of the Seeret Service. 

Perhaps the most important single step taken by the Treasury to combat 
counterfeiting was the establishment of a special mobile squad of 15 agents 
assigned to work exclusively on investigations of major counterfeiting cases. 
However, the urgent need for these agents in the various field districts from which 
they were temporarily recruited made it necessary to disband the squad and to 
return the agents to their permanent posts of duty 

from time to time the Secret Service has assigned agents to conduct :‘counter- 
feiting investigations in foreign countries. The Secret Service is in close touch 
with European authorities endeavoring to coordinate efforts to stamp out the 


foreign counterfeiting of United States money, and has asked for funds to assign 
two agents to Europe permanently Che Treasury has also filed an official request 
with the Department of State asking for closer cooperation of foreign police 
agencies in combating this problem. 

In order to alert the general publie against counterfeiting, it has been discussed 
through everv conceivable publication medium. There have been Nation-wid 
efforts to publicize the method of detecting counterfeits. Newspapers, magazines, 
radio, and television have all been used. This publicity resulted in detection of a 
counterfeit note by a theater cashier in Cleveland. The passer was arrested and 


furnished information which led to the capture a few months ago of a counter- 


feiting plant in Washineton not far from the Treasury Building In that cas 
the Secret Service seized $150,000 in counterfeit notes and the counterfeiting plant 
and makers 


Moreover, displavs of genuine and counterfeit notes have been installed in 
banks throughout the country. Ordinary citizens can usually tell the difference 
in good and bad money if thev can see the good and the bad side by side. 
Seeret Service booklet Know Your Money has also been revised. Sank tellers 
and cashiers throughout the country use this book. and it is now frequent Vv ile- 
cluded in the course of study in high schools. Copies of the booklet have even 
traveled as far as Monrovia, where officials are using it to educate persons who 
have been victimized by passers of counterfeit American money of foreign origin. 

A review of the counterfeiting laws has shown that the Criminal Code ts not 
up to date. The Secret Service, with the assistance of the general counsel of 
the Treasury, has therefore drafted additions and amendments to the code in 
the hope that legislation will be passed which will modernize obsolete counter- 
feiting laws and make enforcement effective. 

Thefts, forgeries, and other problems.—The number of agents of the Secret Service 
has not been commensurate with its great workload since the war. The ever- 
increasing numbers of stolen and forged Government bonds and checks have made 
it necessary for the Seeret Service to take extraordinary steps to prevent the 
backlog from mounting. While the requests for funds for more agents have been 
debated in Congress, the existing field force has worked overtime without extra 
compensation. The extra effort of the Secret Service has been instrumental in 
the closing of 45,384 criminal cases and 1,735 noncriminal cases, a total of 47,119 
investigations, during the fiscal vear 1949. 


BUREAU OF NARCOTICS 


Shortly after Secretary Snyder assumed office, the Bureau of Narcotics, through 
the Commissioner, resumed work on the international narcotics problem. Nar- 


cotics control, in order to be effective, must be an international cooperative 
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venture. All countries, particularly in the Orient and the Middle Ea must 
work together. The opportunity for coalescing the enforcement agencies around 
the world presented itself through the newly formed United Nations organization. 
The Commissioner of Narcotics was named the United States delecate to the 
Commission on Narcotic Drugs, and in 1946 he too ic lead in the wo f tha 


Commission. 

















Iniernationa! contro The war had left a legaey of conf It was 
object of the Treasury to secure firm international control « r all narco d 
Che Commissioner of Narcotics in the fall of 1946 attended 1 first t of 
the newly formed international commission, a part of t! . 2 
tl basic purpose in 
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The United Nations Economie and Social Council h given elfeet to a prop 
bmitted by the United States delegate to the Commiss ave t several 
itions ecollaborat in a scientific study of the identification « ) i V phvsical 
ind chemical means. The object of the study is to det i Lnere ire dis 
ruishing physical or chemi jualities for « rtain cou ies 
or in a specific area of a c count Th lentificatic 
are Obvious. Preliminary experiments made che 2 
romise of the development of a scientifically : ation procedure 
At a session of the United Nations Commiss ‘ J 
1947, tl United States delegate called atter m oO 
arcotics from Mexico into the United Stat i ast 
e-half of the raw opium produced it Mexico was processed int morphine oO! 
eroin, most of which found its way into the United States On motor r Ure 
United States delegate, the Commission adopted a resolution to a ( 
ment of Mexico to s ippress the illicit cultivation of opium \ a! lit Lie 
fexican representative reported at the session of the Commis eld in May 
1949 that his Government had instituted a permanent ca a against illicit 
roduction, manufacture, and traffic; that by 1948, 690,000 square meters of land 


reviously used for opium poppy growing had been changed over t ther crops; 


at drastic action had also been taken to destroy poppy fields and plantations of 


Indian hemp; and that two illicit laboratories engaged ir e pr ection of opium 
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To facilitate international cooperaion, the Treasury has sent a narcotics agent 
to Peru, another to France, and a third to Turkey. These agents have helped 
police of those countries break up smuggling rings and have thus contributed ma- 
terially to the objectives of the United States Government and the United 
Nations Commission. 

Domestic Ope a‘ions.—Simultaneously, the Bureau of Narcotics has beer n ee 
ing on its regular criminal law-enforcement work against a postwar resurgence of 
the illicit narcotic traffic. With its average complement of approxi nate on 175 
agents, the Bureau arrested 2,855 narcotics traffickers during the fiscal year 1947. 
In 1948, arrests increased to 3,180; and in 1949, rose to 4,803. Approximately 8 
percent of the total offenders in Federal prisons have been incarcerated because of 
the work of the Bureau of Narcotics. This ratio is a firm testimonial to the 
effectiveness of these agents. 

To afford a more prompt and effective check avainst diversions, the reporting 
procedure of the Bureau of Narcotics was decentralized in 1949. Manufacturers, 
wholesalers, and jobbers now report sales of narcotics directly to district field 
offices. This will be a particularly valuable procedure in enabling the Bureau to 
recognize promptly any trend in addiction to, and abuse of, the newer synthetic 
drugs, and to take remedial measures. 


OFFICE OF ADMINISTRATIVE SERVICES 


Prior to October 1947, service functions in the Office of the Seer tary of the 
rreasury were widely dispersed. These functions include office services, record 
iministration, certain building custodial operations in the District of Columbia, 
and the coordination of Treasury space requirements in Department and field 
offices. The Secret rt Y of the Treasury on October 1, 1947, by Treasury Depart- 
ment Order No. 93, directed that all of them should be brought together in a newly 
created Office of 
Director. 





Administrative Services and operate under the supervision of a 
I I 


< 





Significant savings have since been accomplished. From the fiscal vear 1947 
through 1950, management savings total $3.8 million. Two of the major com- 
ponents of this t« tal are at tribut abl to the ree wrds-disposal program of the 
Treasury Department and to the release of commercial space. The records-dis* 
posal program has made approximately $500,000 in records storage equipment 
available during each fiscal vear. The Treasury’s program to release commercial 


space and make use of federally owned or controiled space has pr we d significant 
Savings, In 1947 savings in commercial rentals totaled S280,000; in 1948, $443,000: 
in 1949, $561,000: and in 1950, an estimated $200,000. 


BUREAU OF FEDERAL SUPPLY 


The Bureau of Federal Supply is no longer under the jurisdiction of the Secre- 
tary of the Treasury. By act of Congress it was transferred on July 1, 1949, to 
the new General Services Administration, which was created, on the r 


il 


ecommenda- 
tion of the President, to bring under one control the related s ea agencies which 
had previously been independent or under some other jurisdiction. 

Stores program, During the fiseal year 1947 the Federal supply Nation-wide 
stores program handled a total annual dollar business of more than $22.9 million. 
Under this program, the Bureau operated stores which sola eanchien to other 


Government agencies, with the exception of the military. The stores, of which 
there are now 12, are located in strategic cities widely dispersed throughout the 
country. The object of the stores program is to bring the merchandise nearer 


to the customers, to locations where the customers can see what they are buying, 
and to cut the costs of this service operation. Under the Treasury's direction, 
this program has gradually been accepted by the other Government agencies, 
although the agencies were not required to purchase from these stores. 

In 1948, after the stores program had been operating for almost 6 years on a 
cooperative basis, the Secretary of the Treasury approved a Federal supply 
directive which made the stores program mandatory for all Government agencies, 
except, of course, the Department of Defense. The Bureau was able to dem- 
onstrate at that time that it would be clearly advantageous to the Government 
to require the civilian departments and agencies to purchase their supplies through 
the 12 regional stores. The dollar volume of the stores operation had fallen to 
$22.4 million in 1948, but jumped to $26.9 million in 1949, 

Strategic and critical materials —An interesting and important development in 
the past three fiscal years was the increase in the purchase of strategie and critical 
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materials by the Bureau. In 1947 these purchases totaled over $68 million; in 


1948, more than $252 million; and in 1949, more than $477 millior As purchases 


increased, the Treasury also leased the necessary additional warehouse space to 
accommodate the vital stockpiles. 


{Extract from the Annual Report of the Secretary of the Treasury on the State of the Fina rt I ij 
Year 1950 


ADMINISTRATIVE MIANAGEMEN' 








The importance of improving the administration of the Government was 
reaffirmed on July 29, 1949, when the President issued Executive Order No. 
10072, calling for aggresive, systematic appraisal and improve nt of operati 
Shortly after, on August 9, the Secretary of the Treasury assigned to the Treesur 
Department Management Committee responsibility for ad 
him in ecarrving out the directives of the Executive order and acce! ati re 
Department management program established in 194( Supporting the work oO! 
this Committee are the management committees of the several offices he 
Department program has been directed toward reducin costs, improving effi- 
cieney, and giving better service to the public. While ma: diverse, tec ical 
changes in management and operating procedures are invol 1, the ymount 
in the aggregate to substantial savings in terms of dollars non Vv instances 
these savings are recurring and cumulative. 

Summarized here are some of the management developime tS im the lreasury 
Department which have oceurred during the vear. These will indicate th ro- 
gress made during 1950 on the foundation described in the 1949 annual report on 
pages 35 through 58. The administrative reports of the indivi tior 
of the Department integrate management improvements with their operations 


(pp. 65-136). 
Of Cove rnment-wide scope is the col! tinuing work oO the pro ram to mmprove 











Federal accounting and financial reporting. This project was announced jointly 
in January 1949 bv the Secretary of the Treasury, the Comptroller General of the 
United States, and the Direetor of the Bureau of the Budget, w » mre cireciing 
the undertaking. In addition to establishing in all departments and agencies 
accounting and reporting principles and standards suited to the Government’s 
requirements, objectives include the strengthening of the facilities in the Treas 
as the center for current accounting and over-all financial reports: makin 
able for executive and legislative purposes more informative financial 
lower accounting costs; improving budgetary processes; and improving ai 
contre 

Legislation to provice ¢ moce r? bude accounting and auc aw ws intro 
duced and considered by the Congress di eal 1 r I} meesure did 
not become law, however, until September Phi w. the Buda ind 
Accounti iW Procedures Act of 1950 (see ex was ¢1 ( t Live Presic { 
as the most important piece of legislation in its field since the Budget and Account- 
ing Act, 1921, was enacted almost 30 vears before. The new law : - Imp 
responsibilities to the General Accounting Office, Bureau of the Budget, Treesur 
Department, and every other executive department and agenev in the related 
fields of budgeting, accounting, financial reporting, and auditins While the 
law makes a clear division of responsibilities and duties, it provides for their 
exercise in proper relationship and in harmony with the common objectives of 
achieving an integrated system for the Government Significant features of tke 
legislation are the following: (1) Recognition is given to the joint accounting 


program of the General Accounting Office, Treasury Departme 
of the Budget as a permanent function, (2 


ealled for with considerable latitude for the President to determine the form ir 


and Bureau 


performance tvpe of budget is 


which the budget shall be presented. (3) the prescribing of accounting reqauire- 


1 


ments by the Comptroller General is to be largely on the besis of principles, 


) 
standards, and related matters of fundamental importance rather than detailed 
procedures, (4) the responsibilitv for establishing and maintaining svstems of 
accounting and internal control, which will fulfill certain specified needs. is placed 
directly with each executive egeney (5) responsibilitv is placed on the Secretary 
of the Treasury to furnish over-all reports on the results of the financial opera- 
tions of the Government and to organize the Treasury Deparitment’s accounting 
and reporting in a manner to provide an operating center for that purpose, (6) 
authority is given the Secretary of the Treasury and Comptroller General jointly 


to modifv procedures which involve the issuance and countersignature of warrants 


for the receipt, retention, and disbursement of public monevs and trust funds, 





i 
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in the interest of simplification and economy, (7) autbority is given the Comptroller 
General to discontinue in the General Accounting Office appropriation, expenditure 
limitation, receipt, and personal ledger accounts, (8) authority is given the 
Comptroller General to make comprehensive audits at the site of operations and 
leave Cocuments supporting financial transactions with the agencies whose 
accounts are audited, and (9) authority is given to the 


to decide where the administrative examin: f 
} 
| 





eads of executive agencies 





n of fiseal officers’ accounts will 
be performed and for the Comptroller General, in appropriate circumstances, 
| 


to weive the requirement for such examinations. 


t 
Within the Treasury Department, revisious of fiseal and accounting syste ns in 
aceord with this program were underway in several large organizations. In the 
Bureau of Engraving and Printing the industrial nature of the operations makes 


them ideally suited to business-type procedures and to a working-cavital method 








of financing. Substantive legislation for this purpose was obtained by the passage 
of Publie Law 656, Eightv-first Congress, approved August 4, 195). Although this 
law does not take effect until July 1, the new tem of aecounting and 





budgeting required will! be installed during the fiseal vear commencing July 1, 1959. 





Under the new system the Bureau of En; ing and Printing will reeover all its 
costs of operation from the agencies which rvices in produei currencies, se- 


curities, stamps, and other classes of engraved wor 
\ modern accounting system was established in the Coast Guard Headquarters 


on October 1, 1949, and a pilot installation was made in the Fifth Coast Guard 


) 

Distric Norfolk) on Mareh 1, 1950. Based on the results of this experiment 
installations were scheduled in five other districts on July 1, 1959, in fiv lore on 
September 1, 19590, and in the last (Honolulu) on January 1, 1951 A com nercial- 
type accounting system was being installed at the Coast Guard yard at Curtis 
Bay, Md., on July 1, 1959. This svstem is designed to charge against work orders 
performed the direct costs and the proportionate share of overhead expenses in- 
cluding depreciation and miiitarv personnel. Completion of the new system at 
the yard was expected by March 1951. 

The entire accounting program in the Coast Guard has been eonducted with the 


active cooperation and assistance of representatives of the joint program for im- 














} 
provement of accounting in the Federal Government. Full-time staff representa- 
tives have b provided by the Accounting Svstems Division of the General 
Accounting Office and the Bureau of Aecounts of the Treasury Department. 
Manv innovations have been effeeted which required approval of the Seeretary of 
the Treasury and e Comptroller Gens ‘ertain of th ' being tested in 
the Coast Guard with a view to ge throughout t Federal Govern- 
ment. 
Phe 1949 annua a private management 
. Lt a r? I 1) nu eu ‘ L CuUSstTOMS 
i Vet ! I ro i ( ol imple wenling t he 
firm's recom! I i t ? ad il in } j 1 complete review of 
i a tl Si of Custom Vas made trom tiv wndp nt 
ol tr accou I m which is beir carried fo inder t! eadership 
‘ Gel ul Ace I Treasury Department. and Bureau of the 
Budget. This review was completed in January 1949 and resulted in a recom- 
ymewhat revised system of accounting and internal control 
revenue collecting activities of the Bureau of Custom rh 





m is being carefully analvzed and considered by the Bureau 
the management standpoin 


beginning made in the 1951 budget in developing a “‘perform- 








ance budget” for the entire Government, a program was undertaken in the 
Treasury Department to instal! this tvpe of budget in its bureaus, offices, and 
divisions. This budget analvzes the cost of each activitv in relation to its essential 
purpose and its relative importance. As one means of attaining such a budget, 


several bureaus have established a performance reporting system which makes 
available appropriate management data. 


In the Bureau of Internal Revenue the audit control program was instituted 








in 1950. This program. designed to increase compliance with the revenue laws, 
emplovs a sampling teehnique to determine the over-all pattern of error in tax 
returns. During 1950, the program was confined to individual income-tax returns 


for the vear 1948. but in 1951 it will be direeted to business-inecome and certain 
excise returns for 1949. The study of samples of the 1948 individual income- 
ax returns revealed that (a) errors in tax liabilitv, excluding those of less than 
$2, were found in 14 million out of 52 million returns; (b) 91 percent of the “errors” 


were against the Government: (c) understatements in individual income tax 
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ageregated $1.3 billion, overstatements $90 million; and (d) the major sources of 
errors in the 14 million defective returns were income reported incorrectiv, 54.9 
percent; personal deductions reported incorrectly, 23.4 percent: exemptions 
claimed improperly, 16 percent; and mathematical errors, only 5.6 percent 

Continuing from last vear’s activities, procedures throughout the Treasury 
Department were further improved and simplified during 1950 with some of them 
crossing bureau and agency lines. 

During 1950, the fiseal service, working through ft 
ment Committee, effected management savings tot: 
including savings resulting from improvements initiated during the period 1947-49. 
Among the improvements adopted by the fiseal service were several in the Bureau 
of Accounts. One of these, a change in the form in which check-accounting 
material is prepared by the Division of Disbursement, has expedited the recon- 
ciliation by the General Accounting Office of checking accour of the Chief 
Disbursing Officer and regional disbursing officers. The securing of lists of out- 
standing checks at an earlier date facilitates the handling of cheek inquiries. 


] iscal Service Man: 


more than $6 mi 











The more current reconciliation has reduced umber of requests for stopping 
payment, to the benefit of the Division of Dis rseme th reneral Ac nting 
Office, and the Federal Reserve banks Earlier advice as to differences in the 
depositary account is now available and necessary adjustments are thereby ac- 


celerated. 

In the Bureau of the Publie Debt the reduction of five regional offices to three 
resulted in an annual saving of $250,000. In the Office of the Treasur ; 
United States the payment of Government checks is the operation h 
greatest personnel requirements. Cost and pro 





uchio aAnaiVses Ol nis Operator 


j 
resulted in reductions in the unit salary costs for processing paper checks and 
eard checks paid in Washington, D. C., of 3 nt and 10 percent, respectively, 


1 ‘ 
and 9 percent on eard checks paid through the Federal Reserve banks. 
I 


e4rTe 
} 








Effective January 1, 1950, the depositary receipt procedure was exter 1 by 
the Bureau of Internal Revenue, in cooperation with the fiscal service, to cover 
employment taxes, as well as income taxes Provision was made for payment 
to the Federal Reserve banks either direct|v or through commercial banks. This 
change makes these funds available on a more current basis for investment | he 
Federal old-age and survivors insurance trust fund. Before the new procedure 
vas established, commercial banks were compensated for accepting deposits and 
issuing receipts for withheld taxes. For the balf vear the new procediw vas In 
operation, savings from elimination of compensation to the ymmercia a S 
amounted to $500,000. In addition the Bureau of Internal Re ! Aa 1 O 
educe eosts through the use of one combined form and one audit for the two 
of tACS 

Customs procedures likewise were simplified during the year. On an inter- 
ational basis, technical discussions were held of customs procedures and vs 
affecting trade among 11 countries. \ meeting of euston and foreign trade 
xperts of Britain, Canada, and the United States wa rom Octobe 1 
nr oh November Ss, 1O49 Subsea lf tiv, sin ar ad l ( eld tt 
representatives of eight additional countries. formation was exchanged o 

istoms practices, and techniques were explored for classification and valuatiot 
f merchandi e, assessment of per alties, marking re quirements, accou ing al d 
iuditing, sample weighing and testing, and treatment of currence: ‘change 
7 The elimination of consular invoice requirements for a substantial 
porti n of imports was announced by the Commissioner of ¢ stoms Ol March 24, 


1950, and a new ecustoms-duty bond to expedite clearance of merchandise was 
provided, to go into effect July 15, 1950. 








Legislation was drafted and introduced in Congress to moder and simplify 
United States customs requirements beyond the present limit ministrati 
action 

\iechanization of om rations throu ou the Dens mel! A ( inued, V I 
a resulting saving of time and money. The use of « tronic S was expanded 
\I crofilmin Ih tne offices of the ¢ ylleetors i inter! al revenue [ loo million 

come-tax index ecards and 3.8 ion ta released oil ree 

unbers of filing cabinets as well as floor spa » substa al 
value. The modernization of the intaglio presses in the Bureau of I:ngraving 
ind Printing ultimately will increase the output of curreney by approximately 
30 percent. Savings are estimated at over $1 million a vear \iodern machines 


stalled in the mints have effected great savings in 


Decentralization of certain activities of the Bureau of Internal Revenue and 


certain delegation of authority have resulted in a substantial reduction in the 
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number of employees in Washington. In the field, on the other hand, by tempo- 
rary centralization the clerical facilities of one office were used for a mass mailing 
for seven large collection districts. This procedure is to be expanded to handle 
forms for 37 collection districts and 42 million taxpavers. 

A number of bureaus have initiated higher recruiting standards and compre- 
hensive training programs. The Treasury Department’s incentive program, 
designed to increase efficiency by stimulating employee participation in manage- 
ment, is twofold. Cash awards are paid to employees for operating improvements 
which result in monetary savings. This new program was established by authority 
of Publie Law 429, Kighty-first Congress, approved October 28, 1949. Second, 
honorary recognition is granted for exceptional or meritorious service. Provisions 
for these awards are contained in Treasury Department Order No. 79, dated 
March 28, 1950. 


As the fiscal vear closed one of the new awards was granted to a group of 54 
employees in the Division of Disbursement, Bureau of Accounts, for efficiencs 
in the tremendous job of issuing checks for the national service life-insurance 
dividends. An estimated savines of $158,000 were.attributed to the work of this 
group and cash awards totaled $1,500. In addition, there were 20 individual 
awards during the year throughout the Department for superior accomplishment. 
Six employes received exceptional-civilian-service medals and emblems. Under 
the cash awards program, there were 2,939 employee suggestions during the vear 
Of the number acted upon, 915 merited adoption. Of those adopted, 783 were 
considered eligible for cash awards totaling $16,355. Savings accruing to the 
Department from the suggestions adopted were estimated at $252,099. 

Senator Minturkrn. Are you basing your prediction on the budget 
estimate of expenditures? 

Secretary SNypDER. Yes, sir; we have to. They furnish us with the 
budget estimates. 

Senator Mruurkrn. [ think that Senator Byrd touched on a point 
that is very important from the standpoint of the committee. Are 
you making any allowance at all for possible reductions by Congress, 
et us say, in foreign aid and foreign military expenditures? 

Are you making any allowance for that? 

Secretary SnyDER. No, sir. 

Senator Miiurkrn. All right. Now, with this point I am not 
critical, because I think it is your business to underestimate revenues, 
and not only have you underestimated them, but I think all of your 
predecessors in modern times have underestimated them, but for the 
purpose of this committee’s work J think that we are entitled to a 
look at the history of underestimates of revenues and if you were to 
combine, as Senator Byrd suggests, say a $2 billion reduction in 
foreign aid and foreign expenditures of various kinds, with an estimated 
underestimate of revenue, if you take the two together, you would 
then have a substantial reduction in what you believe is necessary to 
cover the deficit. 

Now, I realize that there are two “ifs” there, but your own esti- 
mates are also predicated on more than two “‘ifs.”’ 

Secretary SNypDER. Yes, sir. 

We have an “if”? here, too, where the Treasury was wrong the 
other way a number of times. 

Senator Miiurkin. The point of receipts—by the way, I would 
like to ask that our staff prepare a back history of the Treasury’s 
history of estimate receipts. I am quite sure that since I have been 
around here the Treasury has always underestimated receipts, and 
I have a hunch that prior to the time that [ was here, the Treasury 
under other administrations has underestimated receipts, and if I 
were secretary of the Treasury, I think I would underestimate receipts 
also, but we are entitled to look at it realistically, so I would like 
that our staff take a look at that, at least during modern history. 
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Secretary SNYDER. 
Senator MILLikin. 
Secretary SNYDER. 
Senator MILLIKIN. 
Secretary SNYDER. 
Senator MILLIKIN. 
Secretary SNYDER. 
Mr. Leaney. Yes, 
Senator MILLIKIN. 
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Here it is. I already have it. 

Do you have it? 

Oh, sure. 

Tell us how much it is. 

On the years underestimated? 

Yes. 

Mr. Leahey, will you read that off, please’ 
sir. 


What year are you starting with? 

Secretary SNyDER. Oh, ’way pack. 

Senator Tarr. Are these January 1 programs? 

Secretary Snyper. Mr. Leahey vil tell you exactly what it is. 

Mr. Leanry. Well, we make two estimates, Senator, one which 
we will call the far year estimate, for example in January of 1951, we 
make an estimate for fiscal 1952. 

That is the first time we make that estimate. 

In the next budget estimate we revise that estimate for 1952 

Senator Tarr. You mean a year later, when you are halfway 
through the year? 

Mr. Leanny. Yes, sir, when the next budget document comes out, 
we then reestimate the first year, and estimate again for another full 
year, a far year. 

Senator Miurkin. Will that distinction be preserved i 
read to us? 

Mr. LEAHEY. 

Senator MiLurkin. All right. 

Mr. Leaney. The figures that I will give are on the basis of the 
total budget receipts, that is, before the refunds of receipts, and before 
deduction of appropriation for social security. 

Senator Minirkin. Is that the same kind of standard that the 
Secretary is following in making his present estimate? 

Mr. Leaney. Well, in the present estimate we usually talk of net 
budget receipts, but in order to have a historical comparison, we did 
not set up refunds as a reduction. 

Senator MILurKIn. In order 
follow the same system. 

Mr. Leangy. That is what has been done. 

Senator Minurkin. All right. That is what has been done. 

Mr. Leaney. Yes, sir. 

Senator MILuikin. All right. 

Mr. Leaney. In the fiscal year 1928, 
$3,907 000,000. 

In the estim: ate that was made a year and a half in advance, the 
estimate was $3,652,000,000. 

So the actual receipts exceeded the estimate, but in the near year 
the estimate was $3,944,000,000, and actual receipts were $37,000,000 
less than estimated. 

Then in 1930, actual revenues were $4,049,000,000 

Senator Tarr. Those were the good old days. 

Mr. Leanety. The first estimate was $3,687,000,000; again the 
actual receipts were higher, but the near term estimate was 

,117,000,000, so actual receipts were 1.66 percent less than the 

‘stimate. 

Senator Tart. 


1 What you 


Yes, sir. 


have a comparison, you have to 


actual revenues were 


These are in the depression years. 
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Secretary Snyper. We are running all the way down. We went 
back to give you a touch of both. In the depression years they 
vere 

Senator Minturkinx. Even in the depression years there was an 
underestimate of revenue, as | remember. 

Secretary Snyper. Well, the figures do not show that. 

Mr. Leanery. I do not think so. 

Secretary Snyper. Well, we will give vou the figures. 

Mr. Leaney. In 1931, the actual receipts were $3,190,000,000 and 
the first estimate that had been made was $4,093,000,000 so there 
was a 22.08 percent deficiency. 

Senator Miuiikin. What vear? 

Mr. Leanry. 1931. In the near-year estimate, the deficiency was 
15.95 percent. 

Senator Miturkin. I thought that Andrew Mellon was always 
underestimating. 

Secretary SNYDER. No. 

Mr. Leanry. In 1932 actual receipts were 49.30 percent less than 
estimated. Actual receipts were $2,006,000 against an estimate of 
$3,956,000. 

ln the near-year estimate 

Senator MILLIKIN. [ hate to see the errors commence during your 
administration, Mr. Secretary. 

secretary Snyper. Well, it is a lot more comfortable to be on the 
plus side than it would be to be on the minus side. 

Senator Miturkinx. That is why I believe in underestimates from 
the Treasury standpoint. 

Mr. Leanry. Actual receipts were also less in the estimate for 
1934 and in the far-vear estimate for 1935. 

In the near-vear estimate for 1936 actual receipts were 6.68 percent 
less than estimated. 

In both the far- and near-vear estimate for 1937 actual receipts 
were less than estimated; there was a deficiency in the far-year esti- 
mate of 6.37 percent, and in the near-vear estimate of 9.17 percent. 

In 1938 there was a deficiency in the far year estimate of 14.42 
percent, and in the near year estimate of 1.25 percent. 

In 1939 there was a deficiency in the far year estimate of 4.25 per- 
cent, but an overage of 2.68 percent in the near year estimate. 

Then from 1940, right through 1947, there were excesses of actual 
receipts over estimates, except for 1 vear, 1943, when as compared 
with the near vear estimate actual receipts were 4.76 percent low. 

Then in 1948 the first estimate that was made, the far year estimate 
was 

Senator Minuikin. Will you give me that preceding period again? 

Mr. Leaney. 1940 to 1947, inclusive. 

Senator Miiirkin. What was the situation there? 

Mr. Leanry. Well, none of these estimates has been adjusted for 
changes in tax laws, and there were large excesses of receipts over 
estimates as compared to the far-year estimate, because usually 
there was a tax bill which took place after the estimate was made 
I can read the figures. 

Senator Miiirikin. I just wanted the general round on that. 

Mr. Leaney. For 1948, the first estimate we made, the far-year 
estimate, we estimated $39,339,000,000, and the actual receipts were 
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$46 3262 000,000, or 17.85 percent greater. In the near-vear estimate 
we estimated $46,837 000,000, which was creater by $0.5 billion than 
actual receipts. 
Senator WiiutAms. Those were the vood old davs, 1947 and L948. 
Secretary SNYDER. Yes 


[os wal. 


Mr. Lat AHEY. Now, for the fi cal vear 1949, and this Was, I bell by 
affected by the Revenue Act of 1948 for the first time we estimated 


$46, 1 19. 000,000, and the actual! receipts were $42,774,000,000, or a 
deficiency of 7.31 pereent. That is about $3.4 billion 

In the near-vear estimate ws stimated $44,044,000,000 against the 
actual receipts of $42,774,000,000, so there is a deficiency of 2.88 


percent or $1.3 billion 


Senator Minuiktn. What vear was that? 

Mr. Leaner. 1949. 

Senator Tarr. That was the year when the reduction of 1948 went 
into effect? 

Mr. Leanety. Yes, sir. 

The CHarrMan. What were the figures again for 1949? 

Mr. Leauery. For 1949, the first estimate we made, which was 
made before the Revenue Act of 15948. we estimated $46.1 19 OOO0.000, 
and actual receipts were $42,774,000,000 

Senator Minuurkin. That simply illustrates that when we make a 
reduction we make a reduction. 

Mr. Leanry. In the near-year estimate which was, of course, esti- 
mated after the passage of the act, we estimated that receipts in the 
then current fiscal vear would be $44,044 ,000,000. 

Senator Byrp. Go back to the vears 1946 and 1942: did vou make 
adjustments for the reduction in taxes? 

Mr. Leangy. No, sir. These estimates are based on budcet esti- 
mates that we made. They have not been adjusted for any change 
in the tax laws. 

Senator Byrp. It may have been an underestimate of revenue there, 
if the taxes bad not been reduced? 

Mr. Leannry. That is correct. The deficiency for the fiseal vear 
1949 was $3,375,000,000, and we estimated that the Revenue Act. of 
1948 would result in a reduction of approximately $5,000,000,000, so 
there would be indicated an overage ofa billion and 2 half dollars. 

Now, in the short-term estimate, however, after the revenue act was 


passed, so that there is no problem about tax reductions, we estimated 
$44,044 ,000,000, and the receipts were $42,774,000,000, so we over- 
estimated that. 

Senator Byrp. We are considering now the long-term estimate, not 
1¢ short term in the next year? 

Mr. Leanry. Yes, sir. For 1950 we estimated in the long-term 
estimate that receipts would be $45,421,000 000, and the actual re- 
ceipts were $41.511,000,000. That is a defici ney ol $4.1 bilkon or 
9 O05 percent 

Senator Byrp. Was that due to any change in taxes 

Mr. La AHEY. No, sir, that was a straight overestimat of the 
receipts. 

Senator Byrp. What year was t 
Mr. Leaney. 1950. And in 1950 the short-term estimate was 


2,185,000,000, and the actual receipts again were $41,311,000,000, 
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Senator Tarr. Mr. Secretary—— 

Senator Miuurkin. It looks to me as though, roughly generalizing, 
when you are in an inflationary period, or let us call it a rising economy, 
that the Treasury, in the interest of a conservative approach, is more 
apt to underestimate than to overestimate revenues. 

Secretary Snyper. Well, that is only natural, is it not? 

Senator Miiuikin. That is very natural, and I think from the 
Treasury standpoint it is quite appropriate. 

I think it is your business to be on the underestimated side, so far 
as revenue is concerned, because from your own standpoint you cannot 
afford to make mistakes—although you have made some, but they are 
forgivable. 

Secretary Snyper. They are not mistakes. They are under- 
estimates or overestimates. 

Senator Mruirkin. Well, let’s call them errors. 

Secretary SNYDER. No, they are underestimates or overestimates. 
I will not say that they are either mistakes or errors. You just cannot 
pin point an estimate 18 months ahead of time. 

Senator Mriuikin. Well, let’s call it a miscalculation. 

Secretary Snyper. That is all right. 

(A comparison of total budget estimates of revenue with actual 
revenue for the fiscal years 1928-50, is presented in the following 


table:) 


Comparison of total budget estimates of revenue with actual revenue,' fiscal years 
1928 50 


[All estimates are based on the revenue laws existing at the time of making the estimates; in many years 
were drastic changes in the law after the estimates were made and these, of course, were reflected 
in the actual receipts] 
Percent CT .° or d 
Estimate issued in January crease ctual revenue 
Actual rev- f r t ‘ d in 
I cal il enue (total J I vo 
iget re 
ceipts 
That year Preceding That year Precedin 
\ yea year 
Thousands Thousand Th 1 P¢ t Pe / 
is S35, Y07. 0 S., U4 I 23.652. 2 i G4 i SQ 
2 13. 1 676.9 675. 1 , 
1, O48. 6 1,117.1 3, GS7. 2 1. 66 9. 80 
3. 180. 6 , 7 ~ 4,09 } 13. 93 22. OS 
1932 2, 005. 7 238. 9 7 10. 42 19. oD 
150 2, 079. 7 2, 467.9 2, 576 73 19. 28 
‘ 3,115. ¢ 259. 9 2,791.8 4 43 11. 60 
l +, 800 711. 7 , O74 7 9 4.38 
He 4,116.0 1,410.8 9 6. 68 il 
5, 295. 8 5. ROS. 2 { 2 Bk ( 7 
1938 §, 241.7 6, 320 293. 6 14, 42 
1439 5 667.8 5 490.1 5.919. 4 > KR 4. 25 
1940 5 924.8 5 703.8 5. 669.3 38 } 
194] 8, 268. 5 7, 653. 2 6, 1 Ss &. (4 4.43 
1942 13, 667.9 12, 816. 1 8 971.7 &. A5 n> 34 
1943 23, 384. 6 24, 552.3 17, 852, 1 —4. 76 30. 99 
1944 45 408.4 42, 578. 1 35, 406.7 6.6 28, 25 
1945 17, 739.5 47, 022.8 13, 425. 4 1. 52 9, 93 
1916 44, 238.6 39, 706. 6 $2, 854.8 11. 41 3 23 
1947 14, 702. 7 41. 584.6 32 938.5 7. 50 5 72 
1948 16, 361.7 46, 837.4 ), 338.9 —1.02 17. 85 
1919 42,773. 5 1, 04 46, 148.9 —2. 88 7.31 
1950 41, 310.6 42, 185.3 $5, 420.7 —?2, 07 —9, 05 
Total budget receipts, general and special ace ounts, O the basis of the daily Treasury statement figures 
are before deduction of appropriation to old-age and survivors insurance trust fund andl retumaie of retninte 


Office of the Secretary of the Treasury, Office of the Technical Staff. Jan. 2, 1951. 


Nott Estimates are not adjusted to take account of the changes in legislation which affect receipts 
subsequent to the time of making the estimates 
Source: These figures are as published in the respective President’s budget messages—excluding proposed 


legislation—and in the daily Treasury statement of June 30 of the indicated years. 
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Senato:Tarr. What worries me, Mr. Secretary, is this: we have 
had a year'since Korea, so what is the program, not for this year or 
next year necessarily, but for the next 3 years? How much money are 
we going to spend, how many more tax bills will we have after this? 
That is the thing that really interests me in determining what the 
policy should be. Now, your estimate for expenditures this year 
seems to be around 45 or 46. 

Secretary SNypER. That is revenue. 

Senator Tarr. L am talking about expenditures. 

Secretary SNYDER. You mean the year ending 

Senator Tarr. 1951. 

Secretary SnypDER. Oh, yes. 

Senator Tarr. And next year you estimate receipts of 60 and 
expenditures of 70. 

Secretary Snyper. 68.4, I believe is the estimate on expenditures. 

Senator Tarr. Revised down from 71, the budget figure, although 
there has been a constant increase in contracts. Mr. Eric Johnston 
appeared before our Labor Committee here a month ago and said that 
the contracts had been let since the first of the vear at the rate of a 
billion dollars a month. 

Secretary SnyDER. Oh, it is higher than that, isn’t it? 

Senator Tarr. A billion a week, I should have said, and that by No- 
vember they would be operating at the rate of about $50,000,000,000 
a year. That is less than halfway through the fiscal vear, $50,- 
000,000,000 in Government contracts. That does not take in per- 
sonnel or a lot of other charges that are not there, and I said, ‘‘ How can 
you reconcile that statement of operating at $50,000,000,000 by 
Noverber 1951 with a Treasury estimate of only spending 68 or 
70 billion for the entire year?” He said, “I don’t know.” He said, 
‘l think it can only be accounted for by a lag in the payments or in 
the contracts.”’ 

[ asked him his estimate of what he was going to spend in fiscal 
1953, and he said $90,000,000,000. 

Now, there is a point, it seems to me, where if we try to balance 
the budget we are going to have taxes just as inflationary as not 
balancing the budget. If we increase the income tax to so notice- 
able an extent, and if we increase excise taxes, we will have demands 
for wage increases to make them up. You can revise them somewhat, 
but not all. 

It seems to me that there is a point which vou reach, when you 
reach the economic limit of the people to pay taxes and still maintain 
a free economy. 

1 don’t know whether vou have figured that out, as to whether 
these expenditures could not be spread with some more scientific 
planning, if vou want to call it that, for 2 or 3 vears. Aren’t we 
up against the place where we ought to make a 3-year plan instead 
of a l-year plan? That is the thing that concerns me in the fiscal 
situation. 

We take a bite here, and if he ‘s right about it increasing from 
$70 billion to $90 billion, you will be back for $20 billion more taxes 
next vear, if you pursue your present balancing of the budget system. 

Have you looked ahead? What is the program of this tax bill? 

Secretary Snyper. I think the Budget Bureau can furnish you 
the figures. 


S6141--51—pt. 1 ‘ 
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Senator Tarr. Well, the Treasury must be thinking about it. 
They must be thinking whether they will ask for $20 billion more ' 
taxes next year, after passing this bill. 

Secretary SnypDER. We like to have our information given right 
from the battery, and we have them right here. 

Senator Tarr. Well, isn’t it your job more than anyone else’s to 
make a fiscal plan for the next 3 years? 

Secretary SnypErR. Yes, sir. We are working on it. 

Senator Tarr. And adjusted to what the circumstances gre? 

Senator Kerr. Can I interrupt right there? I am sure that the 
witness hopes it will be his job to do the planning for the next year. 

Secretary Snyper. I would like to disillusion you on that. Per- 
sonally I would be glad to turn it over to you today. 

Senator Tarr. Well, it is his job to plan today. I don’t care who 
carries it out—yes, I do care who carries it out—but that is not the 
problem. What I am interested in knowing—— 

Senator Kerr. Well, the witness intended to say if the plan is made 
and the present planner is not in a position to carry it out, would the 
Senator lend his cooperation to see to it that the plan made with 
this witness is carried out. 

Senator Tarr. Good, but what I am concerned about is whether 
anybody has thought about the fact that we are getting to a point 
where I think either the additional taxes of $20,000,000,000, if that is 
what is coming after we get through this year, or the borrowing of 
$20,000,000,000 is going to be inflationary. It seems to me, in other 
words, if you want to avoid inflation in times of peace, at least there 


is a limit to what the Government can spend, and what I want to 


know is whether anybody has thought about it. 

| saw an article by Eccles last year estimating the Government 
could stand $75,000,000,000 as an outside tax burden without produc- 
ing as bad results as you get benefits. Have you any views on that 
subject? Do you have any idea of a limit or what percentage of 
the national income we can take in taxes and still hope that a free- 
enterprise system will run? 

Secretary Snyper. I am not in a position to discuss that at this 
time. 

Senator Minuikin. Mr. Secretary, have you got your estimates, 
rough or otherwise, for fiscal 1953? 

Secretary SNyDER. No, sir. 

Senator Mintuikin. Does anybody in the Government, so far as 
you know, have those estimates? 

Secretary SNyDER. You mean for expenditures? 

Senator Miutuikin. Expenditures and receipts. 

Secretary SnypER. We do not have for receipts; no, sir. 

Senator Miuurkin. Who has them for expenditures? 

Secretary Snyper. The Budget. 

Senator MILLIKIN. May I ask out of order, what is the estimate 
of the Budget for expenditures for fiscal 1953? 

Mr. Staats. Senator, the estimate we have made makes certain 
assumptions with respect to the international situation, the size of 
the Armed Forces, and with respect to prices. 

Now, we have to go into that in order to give you a very detailed 
study on it. 

Senator Miturkin. Before going into it give me the figure. 
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Mr. Sraats. The over-all figure we have, and I can go into later 
with you the specific assumptions that we have made, but it will be 
somewhere between 80 and 90 billion dollars of expenditures. 

Senator Minirkin. Thank you. We will go into the details later. 

Now, let me ask you this, Mr. Secretary: Do you believe that we 
can cover by taxation 85 or 90 billion dollars a year’ 

Secretary Snyper. We will have to give that very careful con- 
sideration. 

Senator MILuikin. You are not prepared to answer that? 

Secretary SNYDER. No, sir. 

Senator Minurkin. I don’t know of anyone more qualified than 
you to give the answer to that. 

Secretary SNyDER. We don’t know what the level of the economy 
is going to be a year from now. 

Senator Minurkin. Mr. Secretary, | am asking you for something 
that we have got to work on right now, because this tax bill, as 
related to possible other tax bills, and possible other methods are 
presenting difficulties. I don’t think this committee for one moment 
can hesitate to look at fiscal 1953. 

Secretary SNypDER. I don’t think you can avoid it, either, but for 
me to attempt to teil vou what the tax recommendations are going 
to be for a year ahead of now in detail, and have you hold me to the 
revenues within this narrow balance that you seem to want, I just 
cannot venture an expression. 

Senator Mitirkin. I am asking you, assuming that this present bill 
becomes law, then could we add enough in the way of income taxes, or 
by way of taxes, in your judgment, to cover 85,000,000 or 90,000,000 
dollars worth of expenditures? 

Secretary SNyDER. Not all out of the present types of taxes; no. 

Senator Mitutikin. You would have to get into some completely 
new type of taxing? 

Secretary SNypDER. I think so; ves. 

Senator MiLLIkin. | mean, as to the conventional type of taxes, 
and I am speaking only for myself, I do not think that we can possibly 
increase these taxes enough to meet a $90,000,000,000 expenditure 
program, 

Secretary SNYDER. I agree with vou. I made that statement just 
before you did. 

Senator Minirkin. I think that we would destroy the economy, if 
we did. 

Secretary SNYDER. With the present type of taxation, I don’t think 
that we could do it. 

Senator Miturkin. Are you prepared to give any advice as to the 
tvpe of taxing that might be necessary? 

Secretary SNYDER. Not at this time. 

Senator Minuikin. Does anyone else have any ideas, or any theories 
on that subject? 

Secretary Snyper. I do not think we are ready to make any 
statement. 

The CHarrMaNn. You are not prepared now to do it. All right, 
Mr. Secretary. 

Senator Kerr. I would like to present this one point, Mr. Chairman. 

It has been called to our attention, and to yours, Mr. Secretary, 
that there was a dual error in the January estimate. 1 presume that 
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it would be safe for us to assume that there is a possibility of error 
either in any estimate you now give us, or in any decision that we reach 
with reference to it. 

Secretary Snyper. Any projection that we made for a year or 18 
months ahead, there is certainly a possibility of error. 

Senator Kerr. You think we ought to assume that you are fallible? 
Secretary Snyper. I will announce it, you don’t have to assume it. 
If you want to try to put me in the position that I am going to guess 
within $100,000 of a figure running into many billions, ‘Ty just cannot 
measure up to that expectation, ‘but we will do the best we can, 

Senator. 

Senator Kerr. I had assumed that, but—— 

Secretary Snyper. I have never assumed infallibility before this 
committee. 

Senator Kerr. Fine. 

Senator Byrp. I want it understood that I do not criticize the 
Secretary for making a conservative statement, but I have 22 questions 
that I want to submit to the Secretary in writing. I will submit 
them here. They involve considerable research, and as they will be 
part of the record I will ask to have the Secretary or the Director of 
the Bureau of the Budget, reply to them. 

The CHarrMaN. Very well. That may be done, Senator Byrd. 
You may give “pr questions. 

Senator Byrp. The President’s budget message estimated 
revenue rec eipte this year would total $44.5 billion, and expenditures 
would total $47.2 billion. The latest daily Treasury statement I have 
shows that as of June 22, receipts totaled $46.4 billion and expenditures 


as of that date totaled $42.6 billion. This fiscal year (1951) ends — 


Saturday, would you estimate the year-end receipts, expenditures, and 
surplus, or deficit? 

2. Would you please split the expenditure estimate as between 
military expenditures and nonmilitary expenditures? 

Would you split the military expenditures to show that part 
which is going into so-called hardware—such as matériel, construction, 
and construction materials; and that part which is going to pay and 
allowances, travel, food, and so forth? 

4. You estimate there will be a surplus of $3 billion plus as of the 
end of the current fiscal year; will you explain the principal reason 
Ww hy your January calculation of a $2.7 deficit went afoul? 

The war in Korea started last June. The current fiscal year 
state d last July. For the first 7 or 8 months of this fiscal vear, al- 
though we were fighting a war, according to the daily Treasury 
statements, the Army was spending less than it was spending at the 
corresponding dates in the previous year before the Korean War was 
thought of. Would you explain this, please? 

6. In the last quarter of this year military expenditures have picked 
up rapidly, and as of June 22, according to the daily Treasury state- 
ment, expenditures this year totaled $18.5 billion as compared with 
$11.7 billion as of the same date last year. Would you project the 
rate wl military expenditures, by quarters for the coming fiscal year, 
— ng Sunday (fiscal year 1952)? 

- Would you estimate the amount of military expenditures next 
year that will be required for so-called hardware and indicate how 
much will be spent for critical construction materials? 


Oo} 
di 


a 


W 


fa 
pl 


ve 
lat 





ror 
ich 


18 


le? 
it. 
ess 
not 
an, 


‘his 


the 
ons 
mit 

be 
r of 


rd ° 


ted 
ires 
ave 
ires 


nds 


and 
een 


part 
ion, 
and 


the 
ison 


year 
, al- 
sury 
the 
was 


*ked 
fate- 
with 

the 
rear, 


next 
how 


REVENUE ACT OF 1951 97 


8. Would you estimate total receipts, total expenditures, and sur- 
plus or deficit for fiscal year 1952, on the basis of the present tax 
rates; on the basis of tax rates proposed in the House bill, and on the 
basis of tax rates requested by the administration? 

What percentage of the national income would be taken in taxes, 
Federal, State and local, next year, on the basis of present tax rates, 
on the basis of House bill rates, and on the basis of rates proposed by 
the administration? 

10. What percentage of the national income is taken in taxes by 
each of the North Atlantic Pact countries, along with the Philippines? 

11. What percentage of the national income was taken by the 
British Government in taxes when the Socialists took over? 

12. What percentage of the national income do you think we can 
take in taxes in the United States (Federal, State and local) and still 
maintain our free-enterprise system? 

13. Would you please break the estimated expenditures for fiscal 

vear 1952 to show the estimates, for militar y expenditures, foreign aid 
split between military aid and economic aid, interest on the debt, 
veterans, and other? 

14. How much of this money would go into nonmilitary programs 
requiring materials critically needed by the military, such as all kinds 
of construction projects including federalized housing? And how 
does this compare with the present year and last year? I refer not 
only to direct Federal programs and projects, but also those involved 
with Federal-aid programs, grants, loans, and so forth. 

How much of your total expenditure estimates for fiscal year 
1952 are for the payment of salaries and expenses of civilian employees 
on the payroll of all executive agencies including the military 
departments. 

16. What will the Federal debt total be as of the end of the current 
fiscal year, on Saturday? And what do ycu estimate the total will 
be as of the end of fiscal year 1952, on the basis of present tax rates, 
House bill rates, and rates requested by the administration? 

17. How high do you think we can take the Federal debt and still 
maintain confidence in the Government’s integrity? 

How much of the Federal debt had to be refinanced during this 
year—how much matured, how much was paid off, how much was 
refinanced? 

19. At what average annus al rate will the Federal debt mature over 
the next 5 years? 10 years? 15 vears? 20 years? 

20. Exclusive of that part of the debt which re presents investments 
of social security and other trust funds, and assuming there is no war, 
do you think it is possible that we shall ever pay off the Federal debt, 
and if so, when? 

What is the annual cost of financing the debt and please give 
the costs of advertising, publicity, and public relations separately as 
we It as in the over-all total? 

. Would you please give your views on sales taxes, both manu- 
scans and retail, and estimates as to how much they would 
produce? 

(Answers to the preceding questions follow: ) 

1. Question. The President’s budget message estimated revenue receipts this 
vear would total $44.5 billion and expenditures would total $47.2 billion. The 
latest daily Treasury statement I have shows that as of June 22, receipts totaled 
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$46.4 billion and expenditures as of that day totaled $42.6 billion. This fiscal 
vear (1951) ends Saturday; would you estimate the year-end receipts, expend- 
itures, and surplus or deficit? 

Answer. The final results for the fiscal year 1951 indicate receipts of $48.1 
billion, expenditures of $44.6 billion, and a budget surplus of $3.5 billion. 

2. Question. Would you please split the expenditure estimate as between 
military expenditures and nonmilitary expenditures? 


Answer: 
Budget expenditures, fiscal year 1951 
(Preliminary, in billions] 
Defense Department, military functions $19. 2 
Mutual defense assistance program .9 
Total, direct military 20. 1 
Other foreign aid 2.9 
Stockpiling a2 
Atomic Energy Commission .9 
Maritime activities | 
Defense production and economic stabilization - 
All other 19. 7 
Total 44. 6 


Source: Bureau of the Budget. 


3. Question. Would you split the military expenditures to show that part 
which is going into so-called “‘hardware,’’ such as matériel, construction, and con- 
struction materials; and that part which is going to pay and allowances, travel, 
food, ete. 

Answer. The following table presents a preliminary rough breakdown of those 
expenditures shown in the table under question 2 as “‘direct military.’’ It presents 
corresponding estimates for the fiscal year 1952, as requested in question 7. The 
amounts shown for “‘constrution”’ include labor and other costs as well as construc- 
tion materials. It is impossible at this time to separate critical construction 
materials from the rest of the expenditure estimate for construction. 


[In billions of dollars} 





1951 1952 

2 Sod on Vie tl i | 

Procurement | 
“Hard” goods : . ie , ass 9.2 22. 6 
“Soft”? goods 2.5 5.0 
Construction ptdndidw ale ; ; sacud 4] 1.9 
Pay, allowances, services... -- s ‘ 8.0 12. 5 

| - masa 

Total ee ak died teint md . 20.1 | 42.0 


Source: Bureau of the Budget. 


4. Question. You say there is a surplus of $3 billion as of the end of the current 
fiscal vear. Will you explain the principal reason why your January calculations 
of $2.7 billion deficit went afoul? 

Answer. A littie over half of the improvement in the situation since the January 
estimate is attributable to the effect on revenues of higher levels of income and 
business conditions than were assumed in January. On the expenditure side the 
improvement in business conditions was also important and resulted in smaller 
outlays than expected for such programs as agricultural price supports. Veterans’ 
allowances also showed a significant decline from the January estimate. In addi- 
tion, cash demands on the Treasury under the defense program were less than 
estimated in January. 

5. Question. The war in Korea started last June. The current fiscal year 
started last July. For the first 7 or 8 months of this fiscal year, although we were 
fighting a war, according to the daily Treasury statement, the Army was spending 
less than it was at the corresponding dates in the previous year before the Korean 
War was thought of. Would you explain this please? 
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Answer. Expenditures for the Department of the Army as a whole follow the 
trend indicatec in the question. If civil functions are separated from the military 
functions, however, military expenditures of the Army reached and surpassed 
the level of 1950 more quickly. On a daily Treasury statement basis, expenditures 
for the military functions of the Department of the Army for the first 8 months 
of the fiscal years 1950 and 1951 follow (in millions of dollars 


1950 1951 


Monthly Cumulative! Monthly |Cumulative 


July owe = : ; ewan ae 190 190 243 243 
August ; incnlies 519 1, 009 401 544 
September. palbet 543 1, 352 282 926 
October : ee a ; 245 1, 597 422 1, 348 
November... ios : 323 1, 92% 450 1, 808 
December - ae . . 322 2, 242 540 2, 348 
January . Sabid wanbilss j 5 ‘ 321 2, 563 529 2, 877 
February : : i 304 2. 867 935 s, 412 


Source: Bureau of the Budget. 


The Army program during the fiscal year 1950 was based on a contraction from 
a larger Army existing on July 1, 1949, to a smaller Army in June 1950. Asa 
result, expenditures during 1950 reflected the contracting size of the Army, and 
were larger in the first half of the year than in the second half. 

There are two major reasons for military expenditures of the Army not rising 
more sharply than they did during the first 8 months of the fiscal year 1951: 
(1) The first months of warfare in Korea were conducted by existing Army units 
using existing stocks; orders placed for new equipment were not reflected in the 
rising expenditures because of the production lead-time required. (2) The 1951 
figures take account of credits deposited to the Department of the Army on 
account of goods shipped under the Mutual Defense Assistance Program; when 
goods are shipped from existing stocks under MDAP, they are reflected in MDAP 
expenditures and must, therefore, be deducted from Army expenditures so that 
the total will show no current cash withdrawal from the Treasury on this account. 

6. Question. In the last quarter of this year military expenditures have picked 
up rapidly, and as of June 22, according to the Daily Treasury Statement, expendi- 
tures this year totaled $18.5 billion as compared with $11.7 billion as of the same 
date last year. Would you project the rate of military expenditures, by quarters 
for the coming fiscal year, beginning Sunday (fiscal year 1952)? 

Answer. Quarterly expenditures for the military functions of the Defense 
Department and the Mutual Defense Assistance Program in fiscal year 1952 
are estimated as follows: 


Erpenditure 


Quarter: in billions) 
Ae yy 5 stst Chace balla edad i ei Ex? 
ee eit a 62 Oh ses eet: et CS peste ae 9.8 
Me ee os Bd Lhe aE ede moees ah thoes 23 10. 9 
pean Ga 4 ae ee Na hei ree oh dette sot Sp ces ates iq ET 

MN Tino os) bee tes 8 oN et he ots bia : stot 


Source: Bureau of the Budget. 


7. Question. Would you estimate the amount of military expenditures next 
year that will be required for so-called ‘‘hardware’”’ and indicate how much will 
be spent for critical construction materials. 

Answer. This information is contained in a table in answer to question 3. 

Source: Bureau of the Budget. 

8. Question. Would you estimate total receipts, total expenditures, and surplus 
or deficit for the fiscal year 1952 on the basis of the present tax rates, on the basis 
of tax rates proposed in the House bill and on the basis of tax rates requested by 
the administration? 
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Answer. The estimates requested are as follows: 


[In billions of dollars] 


Expendi- 


Receipts trnee Deficit 
Estimates on basis of 
Present tax rates 58. 5 6S. 4 9.9 
H. R. 4473 62.9 68. 4 D». § 
Administration tax proposals 67.2 68.4 1.3 


effective dates as they 


laxes proposed by the Secretary to the House Ways and Means Committee with ef 
were suggested at that time Individual income tax and excise taxes effective July 1, 1951; corporation 
income tax effective January 1, 1951.) 


9. Question. What percentage of the national income would be taken in 
taxes, Federal, State, and local, next year, on the basis of present tax rates, on 
the basis of House bill rates, and on the basis of rates proposed by the adminis- 
tration? 

Answer. The following table shows the estimated total tax burden (Federal, 
State, and local) under present law, under H. R. 4473, and under the Treasury 
proposal. The total State and local tax burden is a Commerce estimate for 
calendar year 1951; corporation taxes are accruals, other taxes are receipts. 
The Federal taxes are on a calendar year 1951 liability basis for income and 
excess profits taxes and a fiscal year 1952 liability basis for other taxes. The 
estimated level of national income for calendar year 1951 is $273.8 billion. 


[In billions of dollars] 


Present House | Treasury 
law | bill proposal 


Total tax receipts less social security 


Federal 55.7 62.5 66. 4 
State and local 19. 1 19.1 1971 
Total 74.8 81.6 85.5 

As a percentage of national income 27.3 29.8 31.2 


10. Question. What percentage of the national income is taken in taxes by 
each of the North Atlantic Pact countries, along with the Philippines? 

Answer. The following table shows the percentage of the national income of 
the NATO countries, and the Philippine Islands, taken in taxes. The figures 
are the most recent available, and generally apply to fiscal years ending in 1951. 
As an aid to interpreting the significance of the figures, a partial breakdown of 
the tax revenues is shown. The percentage figures shown should be considered 
as a general order of magnitude, rather than precise measurements of the rela- 
tive burdens of the taxes collected by the governments of the various countries 
The data from which the percentages have been compiled, particularly the national 
income estimates, vary considerably from country to country in accuracy and 
completeness of coverage. Furthermore, comparison between countries is made 
difficult because of such things as differences in the proportion of governmental 
expenditures met through taxes, and the amount and kinds of services which the 
various governments perform. 
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Estimates of lax recetpts as a percentage of national income, selected countries, fiscal 
year ending 1951 } 


. Den . 
Belgi Canada Fran ~land tal 
um | ana mark wice lcela Italy 
lax receipts including social insurance 24.3 27.8 22. 5 s2.8 27.3 
Social insurance 5 8 9 7.8 6.3 
lax excluding social insurance 23. 8 27.0 | 21.6 25. 0 21.0 
Central government 22.9 19.6 14.4 21.2 24.8 14.6 
Local government 9 7.4 ae ® 5.4 
Nether- United *hilip- 
her Norway Portugal anne Philip 
lands , Kingdom pines 
l'ax receipts including socia! insurance 39.7 36. 2 11.9 11.6 9.2 
Social insurance 15 2.9 2.1 $1 
lax excluding social insurance 38, 2 33.3 9.8 37.5 9.2 
Central government 32 () 22.7 6.6 1.4 8.1 
Local government 6.2 10.6 2 l a 


The fiseal vear enc date varies among countries from December 1950 to June 1951. Data used for tax 
receipts of the central governments represent in many cases budget figures rather than actuals For local 
vernments and insurance taxes, the data were used which were closest to the fiscal year of the central 
government and represent in most cases estimates or projections based on available data for earlier years 
Social insurance data represent the contributions paid by employers, employees, and self-employed to 
government social insurance agencies. National income data in general are national income at factor costs 
nd are estimates based on official reports 


Source of data: Economie Cooperation Administration 


11. Question. What percentage of the national income was taken by the British 
Government in taxes when the Socialists took over? 

Answer. The percentage of the national income taken by the United Kingdom 
Government in taxes at the time the Socialists took over is shown in the following 
table. 


Total ta.res as perce nt of national imcome wm the United Kingdom 


1938 1 24.9 
1945 ° 43. 4 
1946 3 13.8 


Last calendar year Defore World War II. 
? Last calendar year under Coalition government—partly war period 
First calendar year under Socialist government 


12. Question. What percentage of the National income do you think we can 
tax in taxes in the United States (Federal, State, and local) and still maintain 
our free enterprise system? 

Answer. The President specifically referred to the level of taxation in his 
special message to the Congress February 2, 1951, when he said; ‘‘There is a ques- 
tion as to how high we can push taxes without having serious effects upon the 
productive growth of oureconomy. But I am sure that we could increase Federal 
revenues by considerably more than enough to cover the expenditures now 
anticipated without reaching those limits. During recent years we have taxed 
ourselves at high levels—and during those years our economy has bounded for- 
ward; incomes have risen rapidly, new plants and industries have sprung up, and 
the standard of living of our people has increased steadily. The growth in the 
strength of our economy that has occurred under these tax rates gives us confidence 
that we can safely pay the estimated expenditures for the next fiscal year out of 
taxes. 

In my statement to the Committee on Ways and Means February 5, 1951, I 
indicated that the tax increases requested by the President, distributed as he 
recommended, would impose a burden well within the capacity of our economy 
to bear and is substantially below any danger line that might mean an impairment 
of the productive efficiency of our economy. 

In a period of defense spending such as the present, a balanced budget is a 
necessity. It should be recognized, however, that in the case of a verv fast and 
much inereased volume of defense spending, it may not be practicable to maintain 
this policy continuously. On the other hand, the slower the build-up, the more 
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time for adjustment, the longer could a balanced budget policy be maintained. 
In the present situation, the balanced budget policy has been and still is fully 
consistent with the unfolding defense production. 

The effects of taxation on production is not necessarily one-sided. Inadequate 
taxes may be harmful to production through the disrupting effects of inflation. 
Tax rates under the defense program have left both business and consumers a 
substantial margin for incentives in the face of the excessive demand generated 
by Government expenditures. Under the highly favorable economic conditions 
and assured markets resulting from high levels of defense expenditures risks are 
reduced. This permits the economy to sustain tax rates which would be undesirable 
under more normal conditions. 

13. Question. Would you please break the estimated expenditures for fiscal 
year 1952 to show the estimates, for military expenditures, foreign aid split be- 
tween militarv aid and economic aid, interest on the debt, veterans, and other? 

Answer. The breakdown requested is shown, insofar as the estimates are 
available, in the table attached to the testimony of Mr. Elmer B. Staats, Assistant 
Director of the Bureau of the Budget, on June 29, 1951. (Source: Bureau of the 
Budget.) 

14. How much of this money would go into nonmilitary programs requiring 
materials critically needed by the military, such as all kinds of construction projects 
including federalized housing? And how does this compare with the present 
year and last vear? I refer not only to direct Federal programs and projects, but 
also those involved with Federal grants, loans, ete. 

Answer. Expenditures for Federal civil public works, including direct Federal 
projects and grants and loans for public works, are estimated at $3.2 billion in 
fiscal year 1952, as compared with $2.7 billion in 1951 and $2.1 billion in 1950. 
The $3.2 billion for 1952 includes large amounts for defense-related activities, 
such as AEC facilities, TVA and other power facilities, civil defense shelters, 
airports, and highways. (Source: Bureau of the Budget.) 1a a FR re Be 

15. Question. How much of your total expenditure estimates for fiscal vear 1952 
are for the payment of salaries and expenses of civilian employees on the payroll of 
all executive agencies, including the Military Establishments? 

Answer. Expenditures for payrolls for civilian employees in the executive 


branch in fiseal 1952 are estimated at $9.7 billion. Excluding wages and salaries, 


of such employees as those in the postal service and Government-owned corpo- 
rations who are paid from agency receipts, the corresponding figure for budget 
expenditure is $7.7 billion. (Source: Bureau of the Budget.) 

16. Question. What will the Federal debt total be as of the end of the current 
fiscal year Saturday? And what do you estimate the total will be as of the end 
of fiscal year 1952 on the basis of present tax rates, House bill rates, and rates re- 
quested by the administration? 

Answer. The Federal debt outstanding at the end of the fiscal year 1951 
amounted to $255 billion. If it is assumed that the Treasury’s cash balance will 
be the same on June 30, 1952, as it was on June 30, 1951, the increase in Federal 
debt during the vear will be approximately the same as the indicated deficits in 
the answer to question 8. 

On the basis of present tax rates the debt would then be approximately $265 
billion next June; on the basis of H. R. 4473 it would be approximately $261 
billion; and on the basis of tax rates (and effective dates) requested by the ad- 
ministration it would be about $256 billion. 

17. Question. How high do you think we can take the Federal debt and still 
maintain confidence in the Government’s integrity? 

Answer. I have been asked many times how high the publie debt can go and 
I feel that it would be a brash prognosticator who would attempt to give a cate- 
gorical answer to the question. There was a widespread alarm expressed in the 
country when the public debt first approached $50 billion. That was only 10 
years ago. Many people were grievously concerned when defense and war costs 
first forced the mass levying of heavy individual income taxes, and the lifting of 
corporate taxes to never-before-known heights. Yet the economy not only sur- 
vived; it emerged from the trial stronger than ever. 

We did not know our capacities then; we do not fully know them now. What 
we do know is that our economy and our social order have stood tests vastly 
greater than the most optimistic analyst of a generation ago would have believed 
it possible for them to stand. The only guide I know to follow is that we avoid 
adding to the debt so long as that is possible and that we reduce the debt as 
quickly as we possibly can. 
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18. Question. How much of the Federal debt was refinanced during this 
year—how much matured, how much was paid off, how much was refinanced? 
” Answer. During the fiscal year ending June 30, 1951, approximately $29 billion 
of marketable certificates, notes, and bonds matured. $4 billion of this total was 
paid off to those holders who wanted cash, and the other $25 billion was exchanged 
for new marketable certificates and notes. In addition, $13 billion of Treasury 
bills came due during each quarter of the fiscal year and these were refunded into 
new issues of Treasury bills. 

19. Question. At what average annual rate will the Federal debt mature over 
the next 5 years, 10 years, 15 years, 20 years? 

Answer. The maturity distribution of Federal securities now outstanding 
classified to first call date) is as follows, as of June 30, 1951: 


Billions 

Marketable issues: f dollars 
Within 5 years_......-.. 92 
5-10 years. — lineasiwe 16 
10-15 years.-_- ‘ f gs tac , 2] 
15-20 years._.-...-- f y 
ce ee 138 
Nonmarketable issues, ete ? $2 
Special issues ete o4 
Total 7 ‘ i 255 


The distribution of marketable maturities relates only to issues now outstand- 
ing and, with the exception of fiscal 1952, will undoubtedly constitute only a 
small part of the debt maturing in each of the next 20 years. Total maturities 
for any given year will include the refunding issues of short-term issues of bil 
certificates, and notes which have not yet been issued. The exact amounts : 
the timing of these short-term issues will depend upon decisions to be made by 
the Secretary of the Treasury over the next 20 years. 

In addition to these marketable maturities there is, of course, a large volume 
of nonmarketable securities—savings bonds, savings notes, and investment 
bonds—which are redeemable on demand at the option of the holder 

20. Question. Exclusive of that part of the debt which represents investments 
of social security and other trust funds, do you think it is possible that we shall 
ever pay off the Federal debt and if so, when? 

Answer. Given a full employment situation in a peacetime economy important 








reductions can be made in the public debt over a period of years. If the Congress 
provides sufficient revenues to cover not only the expenditures which it authorizes 
but also some excess, then the debt can be reduced. That is the only way can 


pe done. 

21. Question. What is the annual cost of financing the debt, and please give 
the costs of advertising, publicity, and public relations separately as well as in 
the over-all total? 

Answer. In the January budget interest on the public debt was estimated at 
$5,800,000,000 for the fiscal year 1952. The 1952 budget estimate for adminis- 
tering the public debt by the Treasury’s Bureau of the Public Debt was 
$52,900,000. Included in that total is $4,867,600 for promotion of the sale of 
savings bonds. Practically all of the advertising relating to the sales of savings 
bonds is contributed to the Government as a public service by the business 
community. 

22. Question. Would you please give your views on sales taxes, both manu- 
facturers’ and retail, and estimates as to how much they would bring in? 

Answer. It is generally recognized that a sales tax would impose regressive 
burdens, and apply with special severity to low-income families. It generally 
results in a heavier tax liability for families than single individuals at the same 
income levels. Persons with low incomes and heavy family responsibilities need 
to spend a higher proportion of their income because they can afford to save 
little, if at all. 

Proposals have frequently been made to provide exemptions under a sales tax, 
One of the simplest approaches, commonly adopted under State sales taxes, 
would be to exempt food and some other necessities of life. While this would 
modify the harsh impact of the tax, it would substantially reduce its revenue 
vield. The bulk of remaining sales would consist of (a) Federal Government 
purchases which would make no net revenue contribution if taxed, and (b) items 
of civilian consumption already subject to selective excise taxes. 
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General sales taxation would involve the Federal Government in a new area 
of tax administration, requiring the establishment of additional collection forces. 
State experience has demonstrated that retail sales taxes do not “collect them- 
selves.’ While a manufacturers’ sales tax would involve féwer taxpayers than a 
retail levy, it would entail special problems of its own, including the treatment of 
numerous small manufacturers and processors and the determination of the price 
to which the tax would apply where buyer and seller are subject to common 
financial control or where manufacturers make some direct sales to consumers. 
Special exemption provisions or adjustments to avoid inequity or undesirable 
economic effects in particular situations would necessarily complicate the admin- 
istration of a sales tax. 

A sales tax would be one of the most difficult taxes to integrate with the over-all 
stabilization program. The direct anti-inflationary effect of a sales tax in absorb- 
ing consumer purchasing power is to a considerable extent offset by undesirable 
indirect effects. A sales tax would increase consumer prices and the prices paid 
by farmers. It would thus tend automatically to raise wages subject to so-called 
escalator contracts based on the cost of living and to increase farm parity prices. 
By contrast, selective excises have only a minor effect on the cost of the necessities 
of life, while the individual income tax provides personal exemptions which 
protect minimum living standards. 

A retail sales tax is generally regarded as preferable to a manufacturers’ sales 
tax, since it would avoid pyramiding through the application of distributors’ 
mark-ups to tax paid at the manufacturers’ level. Pyramiding would increase 
prices without corresponding revenue collections and result in a nonuniform 
burden in different areas of consumer expenditure. A retail type of levy would 
also interfere less with the operation of price ceilings. 

Heavy revenue demands make it necessary to examine and reexamine all 
potential revenue sources. However, in view of its serious disadvantages, it would 
appear desirable to avoid resort to a general sales tax so long as less undesirable 
alternative revenue measures are available. 

The estimated vields at fiscal-vear-1952 income levels of specified types of 
general manufacturers’ and retail sales taxes, levied at illustrative rates of 1 and 
5 percent, with and without exemptions for food and medicines, are summarized 
in the following table. 


Estimated revenue yields of proposed retail and manufacturers’ sales taxes at fiscal- 
year-1952 income levels 


{In billions of dollars] 


eae ; Retail sales | Manufacturers’ 
Rate of tax tax sales tax 


Without exemption of food and medicines 


1 percent $1.72 $1. 20 

5 percent 8. 60 6.00 
With exemptions of food and medicines 

1 percent 1.14 753 

5 percent ; 5. 70 3. 765 


Note.— Estimates assume that the tax base would not include commodities for ultimate consumption 
by the Federal Government, fuel for household consumption or commercial, industrial, and agricultural 
machinery, and chemicals and materials which become physical ingredients or component parts of taxable 
articles which would be sold by business concerns. No allowance has been made for possible effects of 
proposed or other new tax legislation upon the sales-tax base. 


Secretary SnypER. Shall I proceed? 
The CHAtRMAN. You may proceed. 


PROVISIONS OF THE HOUSE BILL 


Secretary Snyper. I turn now to a discussion of the principal 
provisions of the House bill. 

The tax increases in the House bill aggregate $7.4 billion, or roughly 
$3 billion less than the $10-billion tax legislation goal set by the 
President for the year. The bill also includes revenue-losing provi- 
sions which total about $550 million. The net yield of the bill is 
about $7 billion. 
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The principal differences in revenue yield between the House bill 
and revised estimates under the as program presented to the 
Committee on Ways and Means on April 2, are indicated in the 
following tabulation: 


Annual yield of House bil land Treas iry propo 


{In millions of dollar 


NotTrE Details ire shown in table 1. 


It shows that the House bill, after adjustment for revenue hae 
provisions and revenue-losing provisions, gives a net yield of $6,830 
million, or a difference of $3 billion from the $10 billion aati. 

Senator MiLirKin. I would like to ask you, Mr. Secretary, in 
connection with individual income taxes, have your own people 
made a study of the burden tables with a view of also making sug- 
gestions as to where, without changing the over-all amount, changes 
might be made in order to avoid the equivalent of confiscation. 

Has there been any study of that? 

Secretary SNYDER. They have those. 

Senator MiLurkin. Will we come to that later on? 

Secretary SNYDER. Either here or in the technical staff discussions, 
if you would like to have them; yes, sir. 

Senator Mituikin. Well, with a preliminary look at the burden 
tables—I am talking about the income tax now— it indicates that the 
House bil is in confiscation, or is approaching confiscation. Are 
there any suggestions to be forthcom.ng from the Treasury to al- 
leviate that kind of situation? 

Secretary SnypER. We have those tables for your study to show 
what the results of the application of these various methods would be. 

Senator Mituikin. I was hoping for a little more than that. | 
was hoping for Treasury recommendations. 

Secretary Snyper. We may be able to give you some on that, too. 

The revenue yield of this bill should be increased and its contribution 
to the fiscal year 1952 collections should be maximized by speedy 
enactment. 

Senator Minturkin. Mr. Chairman, may | ask another question 
please? 

The CuarrMan. Yes. 

Senator Miiuikin. Does your table for corporation taxes include 
excess profits? 

Secretary SNyDER. Yes, sir. 
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Senator Mituikin. Is the Treasury prepared to say that we have 
had enough experience under the existing excess-profits tax to make 
sound provisions so far as amendments are concerned? 

Secretary SnypER. We are not ready to make any definite recom- 
mendations yet, Senator. We feel like we do need some additional 
time before we can make final recommendations, as we suggested 
before. 

The CuarrMan. In your original recommendations to the Ways 
and Means Committee, did you recommend an increase in the excess- 
profits tax? 

Secretary SNyDER. No, sir. 

The CuarrMan. You did not. 

Secretary SnypER. No, sir. 

The CuarrMan. That was put in by the committee? 

Secretary SNYDER. Yes, sir. 

We welcomed the increased revenue, sir. 

The CuarrMan. Oh, I understand. 

Senator Kerr. I did not understand the chairman’s question. 

The Cuarrman. I asked if, in his original presentation to the Ways 
and Means Committee, he had asked for any increase in the excess- 
profits rates. 

The Secretary said that he had not, but he welcomed increased 
revenue resulting from the committee changes in that. 

Senator Miuurkin. May I ask again, I think you have answered 
clearly, but from the standpoint of a Treasury proposal, you do not 
feel there has been sufficient experieace under the existing law to 
warrant recommendation on this subject at this time, is that correct? 

Secretary Snyper. That is correct. 

Senator MILLIKIN. Yes. 

Senator Wiiurams. Mr. Secretary, might I ask a question? 

The CuarrMan,. Yes. 

Senator WiiuiaMs. With reference to this table, I notice in the 
Treasury proposals as submitted to the House, you have no estimates 
on increases revenues as a result of loopholes that might be plugged. 
Did the Treasury Department place an estimate on ‘what might be 
arrived at from plugging up certain loopholes? 

Secretary SnypER. Yes. We had that in the original presentation 
to the Ways and Mean Committee. We can furnish that. 

Senator Witurams. What loopholes did the Treasury recommend 
be plugged? 

Secretary Snyper. I might say this, on that excess profits adjust- 
ment by the House, they brought it more in line with the original 
recommendation a year ago last fall of the Treasury Department. 

The CuarrMan. Yes; 1 understand. 

Senator Burier. On this table on page 9—— 

Secretary Snyper. I believe Senator Williams has a question that 
I have not answered yet 

The Cuarrman. The Sec retary may answer the question. 

Secretary Snyper. Mr. Lynch will give you the answer. 

Mr. Lyncu. Senator, we can provide for the record a table of esti- 
mated revenue yields from the various provisions of the House bill, and 
the proposals that were made by the Treasury Department. 

Senator WiiuiamMs. Do you have that with you here now? 
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Mr. Lyncu. I will see if I can get it. They were incorporated in 
the supplementary testimony be fore the House committee on April 2 
1951, and that is a rather bulky document for the record. Could we 
supply that separately for the record, just the loophole provisions? 

Senator Witu1AMs. Yes. I was just wondering what the over-all 
estimate of increased revenue would be that could be picked up as a 
result of those. 

Mr. Lyncu. Perhaps we can get those figures. Just a moment. 

Senator WiuuiaMs. In that estimate of plugging loopholes. 

Mr. Lynen. I am sorry. We will have to supply that. 

Senator Wiiu1ams. You do not have that? 

Mr. Lyncu. That is correct. 

(The following information was subsequently submitted:) 

The estimated revenue effect of the structural changes recommended by the 
Treasury Department to the House Ways and Means Committee are as follows 
(at rates of tax proposed by the Treasury): 

“(mulllions) 
1. Percentage de pletion ( (reduce the allowance for gas and oil wells from 
274% percent to 15 percent, for sulfur from 23 percent to 15 percent, 
for nonmetallic minerals from 15 percent to 5 percent; require in- 
tangible drilling costs to be deducted in computing gross income for 


depletion computation - - - oan fw $300 
2. Tax undistributed earnings of— 
Cooperatives - -- a eee Paciik ree i tae an ore 30 
Mutual savings banks 70 
Building and loan associations 80 
3. Tax-exempt securities (repeal exemption from income and excess- 
profits taxes) - - --- 1 300 
1, Life-insurance companie s (extend stop-i gap legislation to the calendar 
year 1951) - : 60 
5. Capital gains and ‘losses (repe ‘al sec. 117 (j) and (k) 70 


! Long-run effect. Revenue yield in the first year will be small. 


Senator WituiaAMs. Did you make any recommendations as to 
changes in the existing law with relation to charitable trusts, religious 
organizations, and so ‘forth? 

Mr. Lyncu. For the current bill? 

Senator WiuuiaMs. I know you have criticized those a few times 
as getting out of line. 

Mr. Lyncu. There were substantial revisions made in the 1950 
Revenue Act along that line. 

Senator WituiaMs. I submitted last year to the Treasury Depart- 
ment a proposal to change the existing law in relationship to coopera- 
tive taxes, and I told you that I would like to have a recommendation 
for it or against it. At this time how do you feel about that? 

Secretary Snyper. That was in the recommendation to the House. 

Senator WiLLiAMs. What was that recommendation? 

Secretary Snyper. We suggested that cooperatives be taxed on 
retained earnings. 

Senator Witu1aMs. You do suggest that there should be some 
correction made? 

Secretary Snyper. That is correct. 

Senator WruuiaMs. Because I know we submitted that to you last 
year. 

Secretary Snyper. Yes, sir. 

Senator Wiiu1aMs. And you think that the committee should give 
consideration to getting that done at this time? 
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Secretary SnNypER. We made that recommendation to the House. 

Senator Mruiikin. Mr. Secretary, may I ask does the Treasury 
favor the enlargement of excise taxes at the manufacturer’s level? 

Secretary Snyper. In this particular instance as an emergency 
measure. 

Senator Miiurkin. At the manufacturer’s level? 

Senator Kerr. Does the Treasury propose excise taxes that they 
estimate would produce three and quarter billion dollars? 

Secretary SNYDER. Yes, sir. 

Senator Kerr. Are those recommendations which the House did 
not adopt included in the statement that the Secretary is giving us 
now? 

Secretary SnypER. We have indicated in the tables here the differ- 
ence between our recommendations and the House action. 

Senator Kerr. I understand. 

Are you including in your statement a tabulation of the excise 
taxes which you propose which you felt would produce this amount 
of money? 

Secretary SnypER. You will find that in table 4. 

Senator Kerr. Attached to your statement here? 

Secretary SNYDER. Yes, sir. 

Senator Burier. In this table on page 9, about where we are at 
the moment, Mr. Secretary, you have listed $905,000,000 difference 
between the House bill and the Treasury proposals on individual in- 
come taxes. 

Then in looking at your breakdown table further over, I notice 
you have a family partnership listed, accounting for 100 million of 
that 905 million. I do not expect you to be able to break it down at 
this time, but I wondered if you would not provide a breakdown for 
the record of that 100 million. 

Secretary Snyper. We can try to give you that. 

(The following information was subsequently submitted: ) 


Estimated revenue effect of sec. 313, H. R. 4473 
Billions 


1. Estimated total entrepreneurial net income, calendar year 1951 $29. 0 
2. Estimated entrepreneurial net income of individuals who cannot make 
allocations of capital and income under sec. 313 !_ - 11. 0 
3. Estimated entrepreneurial net income of individuals who can 
make such allocations (item 1 minus item 2) 18. 0 


4. Estimated portion of item 3 of individuals who will make allocations of 
capital and income under sec. 313, 30 percent. 
5. Estimated entrepreneurial net income on which effective rate of tax will 


be reduced under sec. 313 (item 3 times item 4)__ ee 5. 4 
6. Estimated decrease in effective rate of tax on item 5, 2 pe reent. 
7. Estimated decrease in tax under sec. 313 (item 5 times item 6)______- 0. 1 


| Principally by reason of objections of existing partners to addition of new partners, because of lack of 
close relatives as required by sec. 313, because capital is not a material income-producing factor. 


Source: Office of the Secretary of the Treasury, Office of the Technical Staff, July 6, 1951. 


Senator Burter. Then in that connection, Mr. Chairman, I would 
like to submit a few questions. I do not have as many as Senator 
Byrd, but I would like to submit to the Secretary for the record a few 
questions along the line of family partnerships. 

The Cuatrman. Allright. If you will furnish them to the reporter, 
they will be made part of the record. 
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Senator Butter. That will be done later. 

The Cuarrman. The chairman and the Secretary will get your 
questions out of the record of today’s proceedings. 

Senator Butter. Thank vou. 

(The information referred to follows: ) 


Hon. JouHn W. SNYDER, 
Secretary o} the Treasury. 
My Dear Mr. Secretary: Following our conversation in the committee hear- 
ing this morning with reference to the family partnership matter, | had intended 
going a little further into the situation with questions about 
1. Are you familiar with the comments of Mr. Curtis of 





On a! 
exchange of correspondence with the Treasury Depart me appears 
on pages 7142-7143 of the Congressional Reeord, June 22 per copy 
attached, 

2. | am particularly concerned over what Mr. Curtis has to say because it 
has sometimes seemed to me that we have not received the cooperation which 
we would naturally expect from your technical assistants It has seemed 


to me that they are too often interested in advocating policies which they, 
personally, favor rather than in giving us fairly the basic information which 
will permit us to shape policies. May I ask what vou would suggest that we 
do when we suspect that our questions to the Treasury Department are not 
being answered frankly and fairly by vour assistants? 

We are presently concerned with the continuing problem of the family partner- 
ship controversy, and it would be very helpful to have a complete reply to Mr. 
Curtis’ letter. Therefore, I am asking that you please review the correspondence 
attached and see that the questions asked in Mr. Curtis’ letter are answered fully 
so that they may be included in the record. 

Hoping that you will not find it inconvenient to make a very prompt reply to 
the above queries, I am 

Yours very truly, 
Hucuw Bur ier, 
United States Senator, Nebraska. 


P. S.—I eannot vouch for the accuracy of the information, but I am led to believe 
that Mr. Curtis’ letter was fully answered in the Bureau, and that the answers 
were not passed on to Mr. Curtis. 


Mr. Curtis of Nebraska. Mr. Chairman, I wish to insert in the Congressional 
tecord an exchange of correspondence between myself and the Secretary of the 
Treasury which greatly disturbs me. This correspondence relates in particular 
to the tax treatment of family partnership cases, but I am far more concerned 
over the dangerous implications of this exchange of correspondence than I am over 
any particular tax question that has ever come before this Congress. 

The proper development of tax laws in this Congress is essential to the lasting 
security of this country. This development must be through a democratic process. 
A continuing danger is that the increasing complexities of our expanding economy, 
together with increasing needs for revenue may make tax laws so complicated 
that the policy makers are lost, and only the technicians understand them. 
When this happens the technicians then have the power to make policy, and our 
democratic process fails. To avoid this result, we of the Ways and Means Com- 
mittee require the greatest cooperation from the Treasury Department which, in 
many instances, is called upon to give us technical advice and assistance. 

This exchange of correspondence which I am inserting in the Record pertains 
to an issue which is, in itself, relatively minor in relation to all of the many tax 
questions now before us. It is an issue on which the policy which I and others 
on the Ways and Means Committee advocate differs from the wishes of the 
Legislative Counsel of the Treasury. I wrote the Treasury on March 1, 1951, 
asking for some technical advice. All of the questions asked could readily have 
been answered in the Bureau of Internal Revenue within a few days, It was 81 
days before I received a reply, and that reply was given to me on May 21, 1951, 
just as I was going into a meeting of the Ways and Means Committee which was 
to discuss this particular question. 

The letter was completely evasive, and I am by no means alone in my opinion 
that it represents a studied effort by the technicians at confusion and evasion 
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This, coupled with the long delay, suggests that the answer was withheld for 81 
days in order to prevent any consideration of the answer prior to action by the 
Ways and Means Committee on the question. 

This charge is not made without the most serious consideration on my part. 
It is not a charge against the Secretary of the Treasury for he, like ourselves, must 
necessarily call upon his technicians for advice. This invidious attempt on the 
part of Treasury technicians to take advantage of technicalities so as to control 
policy should be of greatest concern to this Congress and will, I hope, receive the 
attention also of the Secretary of the Treasury. 

Marcu 1, 1951. 
Hon. JoHn W. Snyper, 
Secretary of the Treasury, 
Washington, D. C. 

Dear Secretary Snyper: You are aware that there have been widespread 
complaints as to the uncertainty, confusion, and conflict in the administrative 
and judicial treatment of family partnerships. Numbers of complaints have 
come to me from persons in Nebraska who are urging that legislation is necessary 
to remedy the present confusion. It is contended that the Commissioner and 
the Tax Court, for income-tax purposes, are disregarding bona fide transfers of 
partnership interests, while at the same time gift taxes are being collected on 
such transfers. 

I would like to have a clear understanding of the present Treasury policy in 
these cases. As an aid to my understanding of that policy I shall present certain 
hypothetical cases which seem to illustrate the major facets of the problem as it is 
presented to me. It should be of great service to our committee if you will be 
good enough to answer the several questions directed to the hypothetical cases 
stated. 

For the purpose of all of the cases stated, I wish you to make the following 
assumptions which should be kept clearly in mind: 

1. That every transaction in each case was bona fide, that is, the facts were 
exactly what they purported to be. If it is stated that a gift was made, let it be 
assumed that it is real and that there were no secret agreements or understandings 
varying in any way the stated terms of any transaction. 


(In this connection I am, of course, quite aware that many transactions between , 


members of a family group are not what they purport to be. Where a purported 
gift between husband and wife or children is involved, whether the subject matter 
be stock or bonds or real estate or a partnership interest, it is much more likely 
to be a sham and a fraud upon creditors or the Treasury than are transactions 
between strangers. It is, of course, assumed that in any case you would be 
authorized to inquire fully into the question of bona fides and that after such 
investigation any transaction will be treated as what it really is rather than what 
it purported to be. But in considering the cases here, I am asking you to assume 
that a full investigation has been made by you and has disclosed complete bona 
fides.) 

2. That a desire to save taxes along with the desire to benefit the donee was 
present in each case and helped to motivate the transaction. 

3. That the donees in each case were persons without any business ability, that 
they had no interest in helping in the running of any business, and that they relied 
upon the donor to handle any property they might own from whatever source 
derived. 

4. That neither the transfer to the donee, nor the bringing of the donee into 
partnership with the donor, in any way improved the business situation that 
would have existed if the same capital had been in the business and had all been 
owned by the donor; and that the transfers were not made and that the partner- 
ships were not formed with any thought that the credit or the standing of the donee 
would improve the business situation which would have existed if the same busi- 
ness with the same total capital had remained in the ownership of the donor. 

5. That the donee did not perform any services and was not expected at the 
time of the donation or the time of the formation of the partnership to perform 
any services for the business, nor to participate in its management. 

6. That a gift-tax return was made reporting each transfer and that in each 
case the gift-tax return was investigated by the Commissioner, a slight increase 
in value determined, and additional gift tax paid. 

7. That notwithstanding the fact that other members of the family took no 
interest in the conduct of the business and did not attempt to advise in any way 
with reference to it, the donor at all times recognized each donee’s proprietary 
interest in the business and the right of the donee to participate in the manage- 
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ment of the business to the full extent that the law would allow under the partner- 
ship agreement, and that at no time did the donor commit any act which dis- 
criminated against their interests or which was inconsistent with his fiduciary 
obligation as managing partner. 

It is very important that all the questions be answered on the basis of the fore- 
going assumptions. Any answer which presupposes any bad faith whatever on 
the part of the donor or any intention whatever on the part of any party that any 
transaction stated should be in any way other than what it purports to be, will 
cause your answers to be meaningless; because I am not directing my questions 
to any case where there is any sort of fraud to be perpetrated. 

The following are the hypothetical cases to which my questions are directed: 


CASE NO. 1 


In 1930, Smith organized a manufacturing corporation with a capital of $10,000. 
He was the sole stockholder. The business was quite successful. After payment 
of salaries and dividends to Smith during the 10-vear period to 1940, the net worth 
of the corporation was $100,000. He then made a gift to his wife of 10 percent 
of the stock. In 1941, the corporation paid a $30,000 salary to Smith, and had 
net income of $50,000. It paid a $10,000 dividend. Mrs. Smith received $1,000, 
and chose to purchase a fur coat. The Commissioner determined that a reasonable 
salary for Smith for 1941 was $20,000, and the corporation paid a deficiency tax 
on the $10,000 disallowance. The 10-percent stock given to Mrs. Smith was 
issued to her, and kept by her in her own vault. 


CASE NO, 2 


On December 31, 1941, the corporation discussed in case No. 1 above was liqui- 
dated. Pursuant to direction to the stockholders, all assets subject to liabilities 
were transferred to the Smith Co., a partnership. The net liquidating dividend 
was $120,000, which then comprised the capital of the partnership. Smith’s 
capital was $108,000; Mrs. Smith’s was $12,000. Smith was to draw a $20,000 
salary, and the remaining profits were to be divided 90-10. Smith was designated 
as the managing partner with the right to manage the business affairs and to deter- 
mine the amount of profits which could be distributed each year. Any distribu- 
tion, however, was to be made in the ratio of 90-10. The partnership was to 
remain in effect for 5 years. During 1942, the partnership earned $50,000, of 
which $20,000 was paid to Smith as salary, and the remaining $30,000 was credited 
to the partners’ capital accounts in the amounts of $27,000 and $3,000. Smith 
determined that $20,000 should be distributed of which he received $18,000, 
and Mrs. Smith received $2,000. Mrs. Smith deposited the $2,000 in her separate 
bank account. All persons dealing with the company were advised that Mr. and 
Mrs. Smith were partners. 

CASE NO. 3 


On December 31, 1942, the capital of the partnership was $130,000, of which 
$117,000 was credited to Smith and $13,000 to Mrs. Smith. At that time the 
Smiths’ two children were—a daughter, Mary S. Jones, 21 years old, married and 
living with her husband, and John Smith, Jr., 17 years old and attending college. 

After several conversations between Mr. and Mrs. Smith about the matter, 
Mr. Smith explained to both children that he wanted to make gifts to them of an 
interest in the business, so that they would have a source of independent income. 
Mary, being an adult, was to receive her share outright. John’s share was to be 
placed in trust with the income to be accumulated until he was 21, at which time 
he was to receive his interest outright. Mrs. Smith was to bethetrustee. Accord- 
ingly, a trust agreement was executed which we will assume is entirely valid 
under the Clifford case and the appropriate Treasury regulations. Mr. Smith 
also told his wife that he wanted to increase her interest in the business. 

A new partnership agreement was signed on December 31, 1942, under which 
Mr. Smith was to receive $25,000 salary plus 60 percent of the partnership profits. 
Mrs. Smith was to receive 20 percent; Mary S. Jones, 10 percent; and the John 
Smith, Jr., Trust, 10 percent. Mr. Smith’s management rights were the same as 
in the prior agreement. The new partnership was duly registered and publicized. 
The capital accounts of the new partnership were as follows: Mr. Smith, $78,000; 
Mrs. Smith, $26,000; Mary 8S. Jones, $13,000; John Smith, Jr., Trust, $13,000. 
For the year 1943, the partnership earned $75,000, of which $25,000 was paid to 
Mr. Smith as salary. The balance was credited to the capital accounts as follows: 
Mr. Smith, $30,000; Mrs. Smith, $10,000; Mary 8S. Jones, $5,900; John Smith, 
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Jr., Trust, $5,000. Shortly after the end of the year, Mr. Smith decided that the 
business needed $20,000 of the 1943 income as working capital, and the partner 
ship, therefore, distributed $30,000 to the partners, as follows: Mr. Smit! 
$18,000; Mrs. Smith, $6,000; Mary 8S. Jones, $3,000; John Smith, Jr., Trust 
$3,000. 

The following are the questions which I would like to have answered: 

Question 1, relating to case No. 1: Was the $1,000 dividend received by Mr 
Smith in 1941 reportable as her income, or was it reportable as the income of Mr 
Smith? 

Question 2, relating to case No. 2: Was the $3,000 credited to Mrs. Smit 
reportable in her income for 1942, or was it reportable in the income of Mr. Smit! 

Question 3, relating to case No. 3: Was the $10,000 credited to Mrs. Smit} 
reportable in her income for 19438, or was it reportable in the income of Mr 
Smith? 

Question 4, relating to case No. 3: Was the $5,000 credited to Mrs. Jon 
reportable in her income for 1943, or was it reportable in the income of Mr 
Smith? 

Question 5, relating to case No. 3: Was the $5,000 credited to John Smith, Jr 
Trust reportable in the income for 1943, or was it reportable in the income of Mr 
Smith? 

Question 6: If your answer to any of the above questions should be that ar 
of the amounts referred to is taxable to the donor and not to the donee, pleas: 
explain fully the reason for your answer. 

I assume that questions identical with those stated have had so much attentio: 
in the Department that they can be answered without the necessity of any 
search. I shall appreciate it, therefore, if you will let me have a prompt rep); 
so I may proceed immediately to take this problem up with my committee. 

Sincerely yours, 
Cari T. Curtis. 


TREASURY DEPARTMENT, 
Washington, May 21, 1951. 
Hon. Cart T. Curtis, 
House of Representatives, New House Office Building, 
Washington, Dp ut™ 


My Dear Mr. Curtis: Reference is made to your letter of March 1, 1951, 
in which you pose certain questions relating to assumed hypothetical situatio: 
in the family-partnership field. You suggest that complaints have been made of 
confusion and conflict in the field and of the need for legislation. It is also sug 
gested that bona fide transfers of partnership interests have been disregarded for 
income-tax purposes although gift taxes are levied in such transfers. 

It may be well to discuss briefly the last point first. As you know, gift tax 
are historically taxes on the transfer of property and have in general followed 
property-law concepts. On the other hand, the income tax is less related to 
concepts of title to property than it is to taxing income to the person who earned 
it. Thus, short of exact correlation between the two taxes, it is possible for a 
gift to be effective for one purpose and not for another. Moreover, in point of 
fact, gift taxes on the transfer of partnership interests have been paid voluntaril) 
by donors, with the intent to use such payment as evidence that the transfer was 
bona fide for income-tax purposes, which it may or may not be. Later contro 
versy over the taxation of partnership income not infrequently finds that the 
statute of limitations has run to prevent a refund of the gift tax paid even thoug! 
it appears that no effective gift had been made. 

With reference to the five questions concerning the family-partnership situa 
tions (and the dividend received by Mrs. Smith as a result of stock transferred to 
her by her husband), it is noted that you request initially that it be assumed that 
“every transaction in each case was bona fide.’?” This assumption, as you know 
goes to the heart of the controversy in every family-partnership situation and 
thus assumes the very answer which is being sought. You will recall that the 
Supreme Court in the Culbertson case stated the question in such eases generally 
to be “* * * whether, considering all the facts, * * * the parties i 
good faith and acting with a business purpose intended to join together in th: 
present conduct of the enterprise.’’ All tests are thus directed toward the questio! 
of whether the partners in good faith intended to form a valid partnership fo 
income-tax purposes. Since, by your letter we must assume good faith in ever: 
transaction, the meaningful question at the root of all family-partnership co: 
troversies is answered by assumption. 
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As you know, this question is one of fact and which under the Culbertson 
decision, must be discovered from all the circumstances in the case. Some per- 
tinent factors which may come into play in the discovery of that factual question 
are the actual distribution of income and the measure of its allocation, the par- 
ticipation by the donee in management and conduct of the business, the retention 
of controls by the donor and whether he was influenced solely by tax-avoidance 
motives in admitting the donee as a partner. The question is thus whether, 
taking all such factors into account, the partnership is real or merely a device for 
income-tax-avoidance purposes. As you may recall, this was one of the very real 
difficulties the Department found with the amendment proposed last year, in that 
it removed from the scope of consideration in determining good faith several 
important factors. Since the question is one of fact, the scope of inquiry is 
seriously crippled unless all the circumstances can be taken into account. 

It is doubtless true that the family partnership area has been a controversial 
one. It is the feeling of the Department, however, that much of the controversy 
has arisen from the fact that, as vou indicate, ‘‘many transactions between 
members of a family group are not what they seem,’ and many taxpayers have 
not hesitated to use an ostensible family partnership, which did not alter real 
relationships, as an income-tax device. It is the belief of the Department that 
the opinion of the Supreme Court in the Culbertson case provides realistic and 
workable rules which will foreclose use of the partnership device to those who 
do not in good faith enter into the arrangement and which will also recognize 
bona fide partnerships. 

Moreover, the Department has in recent months had the family partnership 
problem under intensive study with a view to issuing instructions to the revenue 
agents for their guidance in examining such partnerships. The study has in- 
cluded a sampling of typical cases recently pending in field offices and of the judg- 
ment of the field personnel with respect to such cases. <A similar study was made 
with respect to the facts and decisions in family partnership cases decided in the 
Tax Court and in the district courts during the vear 1950. The information thus 
obtained will be used to provide any clarification of the Bureau position which 
would appear desirable. It is anticipated that any instructions on the subject 
will be agreed upon and issued in the near future. 

Very truly yours, 
Tromas J. Lyncu, 
Acting Secretary of the Treasury. 


Senator Wituiams. | _ do not know what the Senator from 


Nebraska is referring to, but how could there possibly be any pick-up 
in revenue under the existing laws, unless you are advocating the 
repeal of the community property tax? 

Senator Burier. It is a deficiency. 

Secretary Snyper. There is a loss of revenue instead of a pick-up. 
There is a loss of revenue in the House bill. 

Senator WriiraMms. I mean, vou are not advocating the repeal of 
the community property provisions? 

Secretary Snyper. No. 

The Cuarrman. Thank you, Mr. Secretary. 

Secretary Snyper. Thank you. 

The revenue yield of this bill should be increased and its contribu- 
tion to fiscal year 1952 collections be maximized by speedy enactment. 
The increases in the House bill required to meet the President’s 
program can be obtained from two general areas, selective excises 
and the individual income tax. 


EXCISE TAXES 


As already indicated, the President recommended raising $3 billion 
additional revenue from selected excise taxes, while the House bill 
would raise about $1 billion from this source. 

The bill would add about $290 million revenue from excise taxes on 
durable goods compared with proposals aggregating $1.3 billion. 
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Senator Miiurkin. Mr. Secretary, is it proposed to levy the tax 
on durable goods, and at what level? 

Secretary Snyper. Table 4 will show that. 

Senator Mruuixin. What level? The manufacturers’ level? 

Secretary Snyper. Yes, sir. 

Senator Miturkin. Don’t those taxes compound as they go up the 
line? 

Secretary Snyper. Under usual conditions, I am afraid they would, 
but we now have price controls. 

It would increase liquor taxes to yield $230 million additional 
revenue compared with about $670 million proposed under the 
President’s program. The increase in gasoline tax would raise $200 
million instead of $600 million. About $175 million in revenue would 
be secured from the increasing the tax on cigarettes while the proposed 
rates would produce about $520 million. (The excise tax yields under 
present law and the increases under the provisions of the House bill 
and under the President’s program are shown in tables 2-4.) 

Senator Witurams. Mr. Secretary, what is the difference between 
these excise taxes and the manufacturers’ sales tax on a selective 
level? That is what they really boil down to, is it not? 

Secretary SNYDER. You me van why we selected, why the Treasury 
selected these par ticular ones? 

“Senator Witutams. No. 

I mean, is it not a fact that this is a sales tax on a selective basis? 

Secretary Snyper. These are taxes on sales, but are much more 
selective than a general sales tax. 

Senator WiiuiaMs. It actually is a sales tax on a selective basis? 

Senator Kerr. An excise tax is a sales tax. 

Secretary Snyper. It is usually levied on sales. 

In developing the excise tax proposals made to the Committee on 
Ways and Means, the Treasury carefully reviewed all existing excise 
taxes and also examined a large number of possible new sources of 
excise tax revenue. No new excise taxes were proposed because all 
those considered would have resulted in substantial additions to 
administrative and compliance costs, or would involve technica! 
problems which would have interfered with equitable taxation. 

The House bill generally follows the Treasury proposals as to the 
sources of additional excise revenue but does not raise the rates as 
much as proposed. Additional revenue could be obtained, particularly 
from the liquor and tobacco taxes and a number of consumer durable 
goods 

Senator Miuiikin. Mr. Secretary, is the Treasury impressed with 
the claim that if you increase your liquor taxes you are increasing 
your moonshining operations, and illicit liquor operations? 

Secretary Snyper. We had to measure that very carefully, and it 
was considered, but it was felt that what was proposed could be taken 

care of without excessive bootlegging. 

Senator Mriuikin. There would be some but you feel that it would 
not be enough to overcome the revenue advantages? 

Secretary SnypDER. The benefits, yes, sir. 

It was carefully discussed with both sides of the picture in mind. 

Senator Byrp. Does the Treasury recommend any excise taxes, 
any new excise taxes? 

Secretary SNYDER. No, sir. 
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Senator Byrp. You are only increasing those? 

Secretary SnypeER. That is right. 

Liquor and tobacco taxes have long been a*basic source of Federal 
excise revenue. The increases made in these taxes under the House 
bill are generally less than half of those proposed. Further increases 
in these taxes will be helpful in relieving the load to be carried by 
other components of the tax system. 

The present taxes on most consumer durable goods are com- 
paratively low in relation to the level of other excise taxes, particularly 
in light of pressing revenue demands. For example, the present excise 
taxes on such articles as television, radio, and a number of electrical 
appliances amount to only about 6 percent of the retail price compared 
with 17 pe pre for such items as admissions, toilet preparations, 
luggage, and other articles (table 5 

Senator Minurkin. You have a news dissemination factor there 
that may destroy your analogy, Mr. Secretary. 

Secretary Snyper. That may be given some consideration; yes, sir. 

In view of the special circumstances of the defense program, which 
require reduced production of consumer durable goods, the increases 
in these taxes can be considered an especially appropriate source for 
emergency revenue. 


INDIVIDUAL INCOME TAX 


The action taken by the Congress on the proposed excise tax in- 
creases will have a bearing on how much will need to be raised from the 
individual income tax. To the extent that excise tax increases fall 
short of the additional revenue from this source recommended by the 
President, | would urge that the difference be made up from higher 
individual income taxes. 

Senator Miuurkin. Pardon me, but the Secretary would not recom- 
mend a widening of the base of the excise taxes? 

Secretary SNYDER. We recommended that to the House Ways and 
Means, we recommended 4 percent. 

Senator Mi_urKin. I mean, a widening of the items to be affected 
by excise taxes. 

Secretary Snyper. We are on individual income now. Do you 
want to go back to excises? 

Senator Mriurkin. Well, you said there: 

TI ‘tion taken by the Congress on the proposed excise-tax increases will 

bearing on how much will need to be raised from the,individual income tax. 

Now, I am wondering whether the Treasury prefers that to the 
widening of the base on the articles to be affected by excise taxes. 

Secretary SNYDER. I recall that in the previous statement | said we 
considered many areas, and for certain reasons—TI cannot find that 
here. 

Senator Kerr. It is back about two or three paragraphs 

Secretary Snyper. Yes. I will read it: 

In Seven aa g the excise-tax proposals made to the Committee on Ways and 
Means ) Tre sasury carefully reviewed all existing excise taxes and also examined 
a large number of possible new sources of excise-tax revenue. No new excise 
taxes were > proposed because all those considered would bios resulted in sub- 


Stantial | additions to administrative and compliance costs or would involve 


technical problems which would have interfered with equitable taxation. 
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There were quite a number of additional ones considered but we 
did not add them in. 

Senator Mriurkin. Well, might I be vulgar enough to suggest that 
there might have been some political considerations? 

Secretary SNypDER. Senator, you are better equipped to discuss 
that than I. 

Senator Mriiikin. Don’t put that on me. I yield to you on that. 

1 would not brag about that. 

Secretary SnypDER. No; I doubt if there was a great deal. We will 
be glad to go into those things. 

Senator Mriurkin. I would like to know whether in connection 
with your excises you have also considered the impositions that have 
been going on in the State. 

I say, in connection with your consideration of possibly widening 
the base of excise taxes, you consider also the taxes which existed in 
States in the same items? 

Secretary Snyper. If that is the sort of political consideration vou 
mean—— 

Senator Mriiurkin. That was not what I was talking about. This 
is a new question. 

Secretary SNYDER. Well, of course, we gave consideration to that. 
You just cannot completely invade the State and municipal areas. 
We have to give real consideration to them. If you recall, about 
two or three years ago, we gave a great deal of consider: sila to ironing 
out some of the inequities, and we discussed the matter with the 
State and local representatives. 

We had to give consideration to the added burdens on the State 
and local sources of taxation. 

Senator Miturkin. May I ask you, has the Treasury or anyone 
else, to your knowledge, ever made a study of the total tax burden on 
people in the lower income tax brackets, including State sales taxes 
and hidden taxes? 

Has anyone ever made a study of that? 

Secretary SNYDER. Studies have been made. 

The CHarrmMan. Who has made that study? 

Mr. Pecuman. The latest study was published in the National Tax 
Journal, by Professor Musgrave, at the University of Michigan, which 
distributes the total tax burden in 1948 by income levels. We can 
supply that information to you. 

Senator Miniikin. Does it impress you as a most competent 
study? 

Mr. PecuMan. It was prepared by competent economists. 

The CuarrMan. Well, I wonder if we might not go ahead. 

Mr. Secretary? 

Secretary SNypER. The individual income tax increase under the 
House bill would raise $2.9 billion on an annual basis (table 6). 

The individual income tax should continue to provide our principal 
source of revenue. Even after the increased taxes recommended by 
the President, consumers’ disposable incomes would be large in 
relation to the goods and services which will be available for con- 
sumption when the defense production rolls into high gear. 

There are certain problems which I believe the “members of the 
committee will want to keep in mind in considering increases in 
individual income taxes. One of the problems concerns the manner 
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in which the individual income tax increases are distributed among the 
several income groups. 

The Treasury proposed a flat 4-percentage-point increase in all 
rate brackets. The House bill, on the other hand, adds 12% percent 
to the tax liability under present law, except in the highest income 
brackets. The total vield of the House increase is equivalent in 
revenue yield to a 3-percentage-point addition to all of the rates 
throughout the income scale. However, as shown in table 8, the 
method emploved in the House bill would raise relatively more from 
incomes above $15,000 and relatively less from incomes below $15,000 
than a flat 3-percentage-point increase in all rates. 

Senator Mituikin. Do you adhere to your recommendations of a 
flat. increase? 

Secretary SNYDER. Yes. 

Senator Miuuikin. Mr. Secretary, we did not agree on the 4, but 
let’s sav 3, or some other figure, let us say 5 or let’s sav 3. 

Secretary Snyper. Well, 5—all right. 

Senator Miuuikin. You still think that is a proper principle? 

Secretary SNypER. The percentage-point method, we feel, is most 
appropriate. 

The burden of a given amount of additional revenue can be dis- 
tributed in different ways, depending upon the considerations the 
Congress desires to emphasize. For example, a 1-percentage-point 
increase in addition to the increase provided in the House bil! would 
achieve the President’s revenue goal from this tax. 

Senator WiiuiaMs. Mr. Secretary, might I ask one question along 
the line of the Senator from Colorado. 

If I understand it correctly, the Treasury recommends a flat per- 
centage increase in each bracket? 

Secretary Snyper. Four percentage points in each bracket 

Senator WititiAms. That would place most of the tax increase in 
the lower income brackets? 

Secretary Snyper. [t would put a considerable part of it there. 

Senator Wriurams. And the Treasury recommends the larger raise 
in the lower brackets than the House provides in its bill? 

Secretary Snyper. It would be necessary to meet the revenue 
objective. 

Senator Wiiuiams. That is the net result of the Treasury Depart- 
ment’s recommendation, if J understand it correctly? 

Secretary Snyper. It turned out that way. 

Senator Tarr. Do you consider your method also slightly more of a 
deterrent to inflation than the House bill? 

Secretary Snyper. We think that is true. I consider the tax 
program an anti-inflationary one, because it is balancing the budget 
and preventing deficit financing, but it also has other ant:-inflationary 
effects. 

Senator Tarr. What I meant is, do vou consider that your method 
is slightly more deterrent than the House method? 

Secretary SnypER. I think so; ves, sir. 

Senator Tarr. Because of reaching people who buy the great bulk 
of goods, it takes the pressure off. 

Secretary SnypER. The result would be that; ves, sir. 

Senator Tarr. It takes the pressure off the buying and so on, a 
little more? 
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Secretary Snyper. Yes, sir. 

Senator Kerr. The only reason that you have, if your recommen 
dation is adopted it would reduce a greater amount of taxes from 
certain levels than from others, and that the only reason for that is 
because of the fact that those levels of taxpayers have the greatest 
percent of income. 

Secretary Snyper. That is correct. 

Senator Kerr. That would be subject to it. 

Secretary Snyper. That is correct. 


Senator Miturkin. And from the inflationary standpoint, your 


most dynamic spending is in the lower brackets? 

Secretary SnypER. That appears to be the case; yes, sir. 

The 12% percent increase in tax liability has necessarily required 
special treatment in the upper part of the rate schedule. The highest 
individual income-tax rate, which is now 91 percent, is set at 94.5 
percent under the House bill. However, the highest rate in the tax 
schedule is reached at $80,000 and applies to all income above this 
amount instead of the $200,000 level under present law. These levels 
are twice as high for married couples filing joint returns. 

The House bill adopts the maximum effective rate limitation of 90 
percent proposed by the Treasury. (The rate schedules and liabil- 
ities at selected net income levels under present law, the House bill and 
Treasury proposals are given in tables 7-12.) 

In making changes in the individual income taxes, consideration 
also needs to be given to the alternative rate on long-term capita! 
gains. The House bill provides for increasing the liability under the 
present 25-percent rate by 12% percent. This raises the alternative 
rate to 28.1 percent, and gives partial recognition to the need for 
strengthening the capital gains tax and for adjusting the alternative 
rate when individual income tax rates are increased. 

When the individual income tax rates were raised by the Revenue 
Act of 1950, no change was made in the alternative capital gains rate 

Senator Miiiurkin. Mr. Secretary, may I inquire how much new 
revenue would be gotten under the proposed capital gains tax rate? 

Secretary Snyper. It is estimated at $440,000,000 together with 
the proposed extension of the holding period. 

Senator MILLIKIN. Per year? 

Secretary SnypER. Yes, sir. 

Senator Tarr. But only $80 million from the House bill? 

Secretary Snyper. That is right. 

However, taxpayers in the lower income brackets not affected by the 
alternative rate, who include half of their long-term gains in ordinary 
income have had to pay increased taxes on their long-term capital 
gains. The 24-percent first bracket rate which would result from the 
4-percentage-point increase proposed by the Treasury would repre- 
sent nearly a 50-percent increase in the first bracket rate in effect 
prior to the Revenue Act of 1950. Accordingly, the Treasury pro- 
posed to the Committee on Ways and Means a corresponding re- 
vision in the alternative capital gains rate to increase it from 25 to 
37% percent. 

Senator MiLuikrn. If you did that, that would yield what? 

Secretary SNyDER. $440,000,000 with the longer holding period. 

Senator Miiurkin. And the House provision would yield about 
$80,000,000. 

Secretary Snyper. That is correct, with the longer holding period. 
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Senator Kmrr. Your estimate of that increase, Mr. Secretary, is 
based upon the fact that this proposed increase in the rate would not 
increase the amount of transactions subject to capital gain. 

Secretary Snyper. That there is no change 1 in volume. 

Senator Mruurkrn. What is the answer 

Secretary Snyper. That there would be no change in the volume of 
transactions due to the act. 

Senator WiiutiaAMs. What has been the experience of the Treasury 
Department in the past, as you change this rate up or down? 

Mr. Lyncu. We would like to give that to you in detail; changes 
were made some time ago in relation to the holding period, and we 
would like to give you all of that. 

Senator Wiuurams. I wish you would give us that. 

Mr. Lyneu. Yes, sir. 

The CuarrmMan. Your recommendation for an increase, from 25 to 
37% percent to yield about $440,000,000 was based upon what? 

Secretary Snyper. That is the total, including the increase in the 
holding period to a vear from 6 months. 

The Cuarrman. The lengthening of the holding period from 6 to 
12 months? 

Secretary Snyper. Yes, sir. 

We prepared a study for the House committee. 

May we offer that in answer to your question? 

The CuarrmMan. You may. 

(The document referred to will be printed as a committee document 
and be available for general distribution upon written request. How- 
ever, the committee has excerpted therefrom the chart entitled “ Esti- 
mated Revenue Yield from Capital Gains and Income Taxation, 
1926-51,” which appears on p. 334 of this volume of hearings.) 

The CHatrman. Mr. Secretary, has there been consideration given 
in the Treasury to dropping this capital gains tax on assets held for 
a relatively long period of time? 

Secretary Snyper. Yes, sir. Consideration has been given to that, 
but we were rather hesitant to consider revenue-losing measures at 
this period. A couple of years ago we gave very serious consideration 
to it. 

The Cuarrman. I am not speaking of lowering the short term. 

Secretary SNYDER. | understand what you mean. 

You say 10 or 15 years? 

The Caarrman. Well, 5 years or 10 years? 

Secretary Snyper. Yes, sir. 

The Cuarrman. Wouldn’t you gain revenue, Mr. Secretary? 

Secretary SNypER. There was considerable argument to the effect 
that it would, perhaps increase the revenue, but we just did not deem 
it advisable to experiment at this time with it. 

The CHarrman. At this time? 

Secretary Snyper. Yes, sir. 

The CuarrMan. You dealt with your recommendations with the 
holding period and the increased rate. 

Secretary Snyper. That is correct. 

The CHarrMan. All right. 

Senator MIturkin. Is it not true, as a general principle, that saving, 
or perhaps hoarding, that all capital transactions do reflect in income, 
maybe after a lag, but they do reflect an income and “what you lose 
on the banana you can pick up on the peanut.”’ 
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Secretary SnyDER. My staff savs that there are some problems, 
for example when capital gains are transferred at death. 

The higher capital gains tax rate would reduce the present large 
discrepane’ y in the upper brackets between the alternative tax and 
the regular income tax. This discrepancy has resulted in increasing 
use of methods to cohvert ordinary income into capital gains. More- 
over, it has stimulated efforts to obtain legislation broadening th: 
area of capital gains. 

In addition to increasing the alternative tax rate, the present 
unduly short holding period of 6 months should be lengthened to 
vear. The present holding period leaves little distinction between 
gains which accrue to investors as distinguished from speculative 
ty pe of gains. 

These suggested changes in the capital gains tax would raise about 
$440 million from corporations and individuals, compared with a: 
estimated $80 million from the rate increase in the House bill. 


CORPORATION TAXES 


Last year the Congress raised the general corporate rate to 42 
percent for 1950 incomes and to 47 percent for 1951. The Excess 
Profits Tax Act imposed a tax of 15 percent on 1950 excess profits 
income, or a rate of 30 percent for one-half of the year. Corporations 
with less than $25,000 of net income were exempt from the excess 
profits tax and subjected to smaller rate increases under the corpora- 
tion income tax. 

The prese nt House bill establishes a general corporate rate on 195! 
incomes of 52 percent. This represents a 5-percentage-point increasé 
over present law. Since the increase is entirely in “the normal tax, 
the tax rate applicable to the first $25,000 of corporation income is 
increased from 25 to 30 percent under the bill. In addition, the House 
bill reduces the earnings credit under the excess profits tax from 85 
to 75 percent of the base period average and raises the maximum rate 
limitation from 62 to 70 percent. 

Corporation taxes must necessarily play an important part in 
financing the defense program. As a result of defense preparations, 
business profits have experienced the sharpest rise of any type of 
income. This was recognized by the Congress when it enacted the 
excess profits tax. 

The adequacy of corporation taxes cannot be measured by compar- 
ing changes in tax rates alone because of changes in the rate structure 
in recent years. More important, however, is the large change which 
has taken place in the level of corporate profits. During the 3- year 
period, 1948-50, corporate profits before taxes rose to an all-time 
high, averaging $34 billion a year. The upward trend of corporate 
profits continued into 1951. It is now estimated that corporation 
profits before taxes this year will reach $45 billion and exceed the 
1950 record by about $4 billion (table 13). 

Senator Minuikry. Are you speaking for this calendar year? 

Secretary Snyper. Yes, the calendar yéar. 

Senator Mriuiikin. Thank you. 

Secretary Snyper. The House bill would raise from corporations 
substantially the amount recommended by the President. (Corpo- 
rate income and excess-profits-tax liabilities under the House bill and 
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the Treasury proposals are compared in tables 14-16.) Part of the 
additional revenue in the House bill would be obtained from reducing 
the earnings credit of the excess-profits tax from 85 to 75 percent of 
the base-period average and raising the maximum effective-rate lim- 
itation to 70 percent. The reduced base-period credit conforms to 
the Treasury proposal made last year. As the President has pre- 
viously pointed out, however, there are several areas in the excess- 
profits-tax law which will need attention when the 1950 tax returns 
become available for examination and the operation of the present 
law can be scrutinized. 


OTHER PROVISIONS IN THE BILL 


Last year the Congress adopted some important structural im- 
provements in the tax law. However, as indicated by the President 
in his special tax message this year, a number of important loophole 
areas remain. 

The House bill has made some further progress and incorporated 
several important provisions in the pending bill. I want to repeat 
the recommendation made to the House Committee on Ways and 
Means that this effort be carried forward to the extent consistent 
with the prompt enactment of this legislation. 

Senator WiiuiamMs. Now, I understand you are going to submit to 
the committee a list of the Treasury recommendations you made to 
the House. 

Secretary Snyper. Yes, sir. 

Senator Witiitams. And that does include, if I understand cor- 
rectly, recommendations for changes in existing laws relating to 
cooperatives. 

Secretary Snyper. Yes. 

Senator WituraMs. Thank you. 

Secretary Snyper. There may be some disposition to postpone the 
closing of loopholes under the existing high tax rates, because it would 
be easier to adjust to doing without pre ferential status when tax rates 
are lower. That is doubtless true. However, increasing tax rates 
strengthen rather than weaken the case for closing loopholes, because 
inequities are automatically less tolerable when the taxpaying public 
generally is asked to bear especially high taxes. Higher tax rates in- 
crease the tax-saving value of loopholes and make it more difficult to 
deal with the problem in the future. Surely, the public’s defense-tax 
burdens will be heavy enough without adding to them the equivalent 
of increased subsidies for those esc aping their share of taxes. 

Senator Miiuikin. What has been the Treasury’s recommendation 
with respect to cooperatives? 

Secretary SNypER. Well, our recommendation was that they be 
taxed on the undistributed earnings. 

Senator Tarr. You mean everything except patronage dividends, 
you do not tax patronage dividends, but all retained earnings, even 
if represented by distribution certificates? 

Secretary SnypER. Yes; that would be taxable. 

Senator Tarr. As I remember, that was the proposal. 

Secretary SNypER. That was the proposal. 

Senator WituiaMs. If I understand correctly, you would exempt 
all those earnings distributed in cash? 
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Secretary SnypDER. The retained earnings. 

Senator WituraMs. You would exempt earnings paid out in cash? 

Secretary Snypwur. In cash or goods. 

Some of them distribute in goods. It is the retained earnings in 
the operation that we suggested taxing. 

Senator WixiuiaMs. In other words, whoever keeps the cash, pay 
the tax; is that right? 

Secretary Snyper. If the cooperative keeps the cash, they pay it. 

Senator Witt1ams. Whoever keeps the earnings pays the tax. 

Secretary SnypER. That is correct. 

Senator Tarr. How many did you estimate, roughly speaking, or 
how much did you estimate that that would produce? 

Secretary SnypER. About $30 million. 

Senator Tarr. That is not this billion dollars they have been 
telling us about. 

Secretary SnypDER. It is not a great increase in dollars. 

Senator Tarr. Does that include building and loans and mutual 
savings banks? 

Mr. Lyncu. That is in addition. 

Senator Tarr. That is in addition to the 25 million for co-ops? 

Secretary SNYDER. Yes, sir. 

Senator WituiamMs. On the allocation of undistributed earnings 
you removed that? 

Secretary Snyper. I beg your pardon? 

Senator WiuuraMs. On the allocation of undistributed earnings, you 
removed that, did you? 

Secretary Snyper. Well, we—— 


Senator WriurAms. In the correspondence with you it was pointed | 


out that there was a certain amount of earnings unallocated to the 
farmers and upon which neither were paying taxes, and that is the 
part included in the recommendations. 

Secretary Snyper. Yes. 

Mr. Lynch, will you elaborate on that? 

Mr. Lyncn. The proposal made was that the earnings be taxed, 
if retained, and would be deemed retained unless paid out in cash or 
goods within a certain specified period of time. 

Senator Wiriurams. And goods means merchandise, merchandisable 
goods? 

Mr. Lyneu. Yes. 

Senator WiiuiaMs. Thank you. 

The CuatrrMan. All right, Mr. Secretary. 

Secretary Snyper. The yield of the House bill would be almost 
$550 million larger if it were not for the revenue-reduction provisions 
it contains. In considering these provisions, it is important to weigh 
carefully their effects on the equity of the tax structure as well as the 
yield of the bill. Some of the provisions—such as the additional 
percentage depletion allowances, the application of low capital-gains 
rates to coal royalties and the validation of family partnerships for 
tax purposes—open more widely the very loopholes which the ad- 
ministration has long been striving to have closed. Certainly, the 
adoption of such provisions would not contribute to the willingness 
of our people to bear necessarily high taxes. I, therefore, strongly 
urge you to hold the line against such provisions. 





1 m 
made 
think 
they } 

Sen 
the m 

Sec! 
bershi 

Sen 
about 
with i 

Ist 

Mr. 
impre 
differe 
sidere 

Sec 

Sen 
my b 
Treas 

See 

On 
with 
princi 
reven 
remo\ 
perm 
whetl 
reven 
contil 
defert 
on er 

Ser 
equit: 
about 

Sec 
of 

Sei 
shoul: 

Sec 

Se 
reven 
of the 

sec 
there 
ment 

Sel 
there 

Sec 
indiv 
and 1 
of the 
incre: 


REVENUE ACT OF 1951 123 


| might say on the cooperatives. that we don’t think the proposal 
made would affect a member of a cooperative in a fashion; we do not 
think it would affect his privileges and benefits; they are still there, if 
they pay them out to him. 

Senator WiiuiaMs. This can be worked out without deteriment to 
the members. In fact, I think it would be an advantage. 

Secretary SNypDER. We gave very careful consideration to the mem- 
bership. 

Senator WituiaMs. I submitted the proposed amendment to you 
about a year ago, along those lines and I am sure you are familiar 
with it. 

Is that proposal I submitted along the line of your recammendation? 

Mr. Lyncu. I am not prepared to answer that exactly. It. is my 
impression, Mr. Senator, that there are some differences in it, and the 
differences are principally in the way of defining what is to be con- 
sidered taxable earnings and what is to be considered a distribution. 

Secretary Snyper. The general principle is the same. 

Senator WituraMs. The general principle of what was proposed in 
my bill that I submitted to you is what is being endorsed by the 
Treasury Department. 

Secretary Snyper. That is right. 

On a different plane are the provisions which concern themselves 
with bringing about greater equity among existing taxpayers. The 
principal difficulty raised by these provisions is the pressing need for 
revenue. As you know, I| have long recognized the desirability of 
removing inequities in the tax laws as rapidly as revenue conditions 
permitted. I, therefore, appreciate the problem you face in deciding 
whether these changes should be adopted now. In view of our large 
revenue needs and the task ahead of us next year, you may wish to 
continue the general policy adopted in the Revenue Act of 1950 of 
deferring revenue-losing legislation, unless the case for it is compelling 
on ground of equity. 

Senator Miuurkin. If the case is compelling on the grounds of 
equity, does not the very increase in taxes which we are talking 
about compel the conclusion that such relief should be given? 

Secretary Snyper. Well, 1 am not too sure of that. It is a question 
of- 

Senator Miiiikin. Unless you wish to take the position that we 
should close our eyes to equity. 

Secretary Snyper. I am very anxious that we do not. 

Senator MiILurkin. I am suggesting that we can always raise the 
revenue without doing injustice and that as taxes increase the scope 
of the injustice increases. 

Secretary Snyper. And that was the savings clause that we put in 
there, so that if it got to the point where it was a compelling argu- 
ment——— 

Senator Minturn. I hoped—I thought I detected a savings clause 
there but I wanted to be sure. 

Secretary Snyper. The House bill provides for withholding of 
individual income tax on dividends, limited types of interest payments, 
and royalties. This provision will greatly improve the enforcement 
of the tax laws in these areas. It is estimated that this provision will 
increase revenues by about $250 million annually. 
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The withholding provision incorporated in the House bill is much 
more practical than the method considered by your committee last 
year and is designed to meet the principal objections raised at that 
time. I realize that the application of withholding encounters more 
difficult considerations in some areas than in others. 

I have not previously made reference to the special tax on wagering 
included in the bill, since the considerations underlying this tax fall 
largely outside of the revenue field. The yield of the tax has been 
variously estimated and would depend to a high degree upon man- 
power and other resources devoted to its enforcement. The adminis- 
trative staff will be available to lay before you the considerations 
involved in such a tax and its implication with respect to the present 
program of tax investigation in the area of crime. 


TIMING OF THE LEGISLATION 


As I indicated in the earlier part of this statement, we shall shortly 
have to undertake a substantial volume of new financing, the amount 
of which will depend in part on the contribution this revenue bill 
makes to fiscal year 1952 collections. For this reason the completion 
date of this legislation and the effective dates provided for the several 
tax increases are vitally important. The early passage of this legisla- 
tion is particularly important in the case of the excise and individual 
income-tax increases since these increases take effect after the passage 
of the bill. 

The House bill provides for the individual income-tax increases to 
take effect September 1, 1951. This would permit one-third of the 


rate increase to apply to this year’s income. An earlier effective date - 


would be desirable. However, since a large majority of individuals 
pay their income taxes through withholding, an increase in these 
taxes is dependent upon the increase in the withholding rate. 

Senator Byrp. Is the Treasury in favor of a change in the House 
bill exempting the interest on deposits in banks? 

Secretary Snyper. We did not recommend that at the beginning, 
we did not make specific recommendations on that point. 

Senator Byrp. Is it possible to withhold on Government bonds? 

Secretary Snyper. It is technically possible, administratively 
speaking; yes, sir. 

Senator Byrp. Did you recommend that? 

Secretary SNYDER. We did not. 

Senator Byrp. You did not recommend the withholding on bank 
deposits? 

Secretary SnypER. We did not recommend either of those although 
we assured the House that they were administratively possible. 


Senator Byrp. You did recommend the withholding of dividends? 


Secretary SnypER. We recommended the study of that. 
Senator Byrp. And also interest on other bonds? 

Secretary Snyper. We recommended consideration of that. 
Senator Byrp. What would be the additional income? 
Secretary SNYDER. $126,000,000. 

Senator Tarr. How do you withhold on a coupon bond? 
Secretary SNypER. That involves an administrative problem. 
The answer was $126,000,000 on bonds and savings accounts. 
Senator Byrp. I mean, on your United States bonds. 
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Secretary Snyper. That is right, and savings accounts. 

Senator Byrp. What would be the revenue gained by withholding 
on Government bonds? 

Secretary SnyDER. We do not have a breakdown between savings 
accounts and Government bonds. The total for the two items is 
$126,600,000. 

Senator Byrp. In other words, you think the revenue would be 
increased by that much? 

Secretary SNyDgER. That was our estimate. 

Senator Byrp. What was the amount of bank deposits? 

Secretary SnypER. We do not have a breakdown. 

Senator Byrp. How much of this $126,000,000 will come from 
interest on Government bonds and how much from the banks? 

Secretary SNypER. The revenue increases resulting from institution 
of withholding on savings deposits and United States savings bonds 
are estimated to be $98 million and $28 million, respective ly. 

Senator Byrp. The total of the two is $126,000,000? 

Secretary SNYDER. Right. 

Now, Senator Taft asked a question. 

Senator Tarr. I just asked, What is the status of corporate bonds 
under the House bill? 

Mr. Pecuman. The way that would operate is this: The bank to 
which you would present the coupon bond would give you 80 percent 
of the face value of the coupon bond—— 

Senator Tarr. Of the coupon, you mean? 

Mr. Pecuman. Of the coupon, yes. The issuer of the coupon 
bond, the corporation, would reimburse the bank for that 80 percent, 
and would send 20 percent to the collector of internal revenue. 
There would be no additional operation on the part of the issuer or the 
bank, except for the remittance of the 20 percent. 

Senator Tarr. Those coupons on there are negotiable, and I do 
not see how you can reduce their value 80 percent. They pass around 
so often, they go through brokerage offices and various places, and I 
think that should be difficult to do. 

Senator Tarr. There is no name attached to them. 

Mr. Krrsy. The bank in cashing the coupons will pay only 80 
percent of the face value. 

Senator Tarr. It is a negotiable note. The corporation offers to 
pay such-and-such an amount, and then how can the Government 
prevent a bona fide purchaser from collecting the money that they 
owe them? 

Mr. Kirpy. The corporation that issues the coupon bond would 
pay 20 percent of the value of the coupon to the Government. 

Secretary Snyper. He is not asking that. 

Senator Tarr. I do not see how they can deduct from a negotiable 
note, after it may have passed through two or three hands before it 
gets to the corporation. 

Mr. Kirpy. The individual who turns in the coupon for redemption 
will get the refund from the Government or a credit against his tax 
liability. 

The CuarrMan. He can take off 20 percent of his money. He is 
also presumed to pay taxes. 

Senator Tarr. No; he buys a corporation note, a corporation prom- 
ises tO pay a certain amount of mone y to the order of bearer; as a 

86141—51—pt. 19 
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matter of fact, it isa bearer note, and every coupon is a bearer note need fo 
I do not see how you are going to deduct from it. our col 

Mr. Kirpy. It is a contract such as a wage earner may have. The 

Senator Tarr. That is not a negotiable contract. He cannot sell Commi 
his contract 

secretary SNYDER. That is not comparable; ho. 

Senator Tarr. Do they sell them at times? 

Secretary Sxyper. ‘They do. They can pass through several hands 
‘nator MinLuLikin. It might become collateral on a note in the bank 
eretary SNYDER. That would be easy enough. The banks woul 
only apply credit for the 80 percent. effort. | 

Senator Minurkin. But the poor devil might not be as able to get financia 

much money on his loan as he might otherwise. The | 

The CHatrMan. All right, Mr. Secretary. end of 

Secretary Snyper. | will certainly look further into that. am Secre 
rlad that vou brought that up. record. 

| 1 effective date would enable us to collect about two The ¢ 
thirds of } ‘reased annual vield of the individual income tax 1 (The 
the fiseal ar 52 About 10 percent of this would be lost for each 
month’s delay bevond that date. 


ments. 
progral 
hands 1 
gravity 
the he 
country 


“ 
~,) 


Similar considerations apply to excise taxes. Since these taxes can 

increased only prospectively, — since at least part of the month 
after the passage of legislation is required to put the increased ra 
Into effect, le COl trib utions of ei taxes to fiscal 1952 revenues at 
reduced bv any de the passage of the legislation. 

It is essentia { ‘hae January 1, 1951, effective date for the 
corporate tax increases provided in the House bill be retained. Last 

“ar, as a result of special cireumstances, the Congress de parted from 
th long-established practice of applving ¢ ‘orporation tax increases to 
the full calendar vear 

The preservation of the principle of applying corporation § tay 
increases for the full vear has an important bearing on the fiscal po: 
tion of the Government. Under the present quarterly system o 
corporate tax payment, even with the speed-up in payments adopte: 
last year, less than two-thirds of the corporate tax increases will | 


collected during the com or fiscal vear. On the basis ol f the Hous 


bill this would amount to $1.6 billion, leaving $1.2 billion to be 
lected after fiscal year 1952 

Since anv lage in the effective date for the corporate tax mere: 
would weaken the Treasury’s position for the next two fiscal yea 
strongly urge you to adhere to a January 1, 1951 effective date. 
you ky now, Corporacvions have been on notice since early this year 
the contemplated tax mncreases. 

When I discussed the President's program with the Committes 
Wavs and Means on Apr il 2, i propose dl effective dates for the sever 
components of the $10 bi iti nm program which would have product 
over $8 billion in the fiscal vear 1952. In its present form the Hou 
bill will add only about $41; billion to the next fiscal vear’s collectior 

There is no escaping the conclusion that we will not be able pe 
stay within reach of a pay-as-we-go policy unless the yield of tl Corpo 
bill is raised and the legislation is cauemateal quickly so that tl Ho 
increased taxes can be made effective as early as possib le. a 

| want to sav in conclusion that | am mindful, as I hope the peop! a ws 
are, of the burden placed on each member of this committee by th 


und 
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need for completing this legislation promptly. Circumstances beyond 
our control leave no alternative. 

The two revenue measures developed by your committee and the 
Committee on Ways and Means last year were major accomplish- 
ments. They demonstrated to our people that they can have a defense 
program and pay for it as it develops. However, the problem in your 
hands now is even greater. 1am hopeful that in view of the size and 
gravity of that problem, your Committee will be able to proceed with 
the necessary revenue legislation promptly. This will enable our 


country to vo forward with the production part of our vast defense 


effort, in the knowledge that it will be fully supported by adequate 
financial mearues. 
The CnuarrmMan. Mr. Secretary, do you wish the exhibits at the 


end of your statement put into the record? 


Secretary XONYDER. VY ¢ | would like to 
record, 
The CHatrmMan. They may be included in 


mW \ oy 
(The documents referred to above are as follows: 


A 


Estimated revenue 

Estimated excise 
fiscal vear 1952. 

Changes in excise 
House bill (H.R 

Changes in excise 
revenue 


Excise taxes on select price incl 
present law, Ho ‘asury proposal 
I’stimated dis le j nF me 

tax liabilit inder present law, use bill (H 


Proposal ¢ 


for 
one dependent 


ill (H. R. 4473 


Treasury proposal 
. Single persons at 
I> \Iarried person 
Individual income tax 
and married couples 
for 1952 and subse 
Cory ora 
1929 
Estimated distribution of tax: corporations 


R. 4473 


Corporation rome tax liabill und 1946 
House bil 1473), and Treasury pro 
iKetfeetive ates r? al uu me al ( pl 
House bill 4 1473), and Treasury pr 
eurrent incomes of SLOO.O00 and $10,000,000, 


rye 


KCeSS 
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TABLE 1.—Estimated revenue effect of House bill (H. R. 4473) TABLE 2. 


ures are rounded and will not necessarily add to total 
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TABLE 2.—Estimated excise tax revenues classified by size of yield at present rat 


I ) és, 
fiscal year 1952 
Size of yield 
ry 
1) | \ 
( 
I 
( 
‘ “ t “ 
! 
I 
I i 
Ad { 
Lo I 
$100 to $ } 
Ira : 2 
Jew 
Pir r 2] 
l let vmarat s { 
Auton Hille trucks 1.4 
Lubricating | ; 
Electrica I 1. 2 
Radio, telev m, pl raphs, pho ra records, ar r t l 
Under $100 million : 2.9 
Total = 8 
1 AT 1 re 2} } ¢ tima 
Note: Per es are rounded and will not1 ar add t tal 
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TABLE 4.—Changes in excise tax rates proposed by Treasury and estimated increases 2 
in revenue TABLE 4 
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TABLE 4.-—Changes in excise tar rates proposed hy Treasury and estin 
in revenue—Continued 


SCHEDULE A: CIGAR TAX SCHEDULE 


PROPOSAT 
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Excise tares on selected items as percent of retail price including tax 


ent (au, House t H. &. LAGS) and Treasu {/ proposa 


FOR WHICH RATE CHANGES ARE PROPOSED 





REVENUE ACT OF 1951 135 


TABLE 6.—Estimated distribution of taxable individual income tax retur? neome 


} ry ; rey 
and tax ability inde? present aw, lla se b H. R. 24409), and ] ea O- 
pose { l : 


at calendar year 1951 levels of income. 


I t H 
1 
< x ¢ ¢ Q ¢ 
| 2 
2 . i 
* ; 1 ss 
t s } 3.9 
1 { g 9 ; { 
1 1 ( 44 
( } ) "7.0 
s ; 1 t { 5 
} 9 a. 2 2 58 . ) 
s s 40.9 ~ " 
« 0 240 9 9 \ , ‘ 1 { 1 1 { RGR 
9 to 4500 2 4 RIN () 4s 1 4 { { 4 j 2 ) 
rt weil 40) 7 6.8 9 ) 1 1 
MK ne ‘ j 24.9 2 9u 
rd r 99 ) : ae 
pand ‘ s i ‘ 2 } SA j } oud» é su } l , ) 6 
I ; ] , ~ 1 ) 44 a 
ta } s 5.6 (96. ] } 23.9 2%. 8 8 197 8 , 844 6 
! Returns of estates and tru classified 1 total i I- 
tat » te f 
Exelud int ibject t i na { n it 
4] 4 i 
Neve 1 \ 1 } i 
§ Full year effec 
Noti Figure unded iw tn arily ) totals, 
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TABLE 
with 
filing 
years 


[ARLE 8.—Comparison of effective rates of individual income tar under House bill 
> a ; 
H. R. 4473). and: -percentage- point encrease in rates over present law 


Married person—2 
dependents 


{aa rabilities oO single pe rsons we 
1 dependent, and married couples filing 


4440 jor ] Ww and 8 ibseque nl years 


SO to $2, 
$2-000 to § 
£4 O00 tos 
$6,000 to: 
$8,000 Los 
$10,000 to 
$12,000 to 
$14,000 to 
$16,000 to 
SIS-000 Lo 
$20,000 t 


$22,000 to 


0 to $4,00 
$4,000 to 
$8,000 to 
$12,000 ti 
S$iLH.000 te 
$20,000 1 
$24,000 1 
$28,000 t 
$32,000 ti 


$36,000 ft 
40.000 f 


i 
14.000 tf 
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TaBLe 10.—Comparison of effective individual income tax rates for single persons 
with 1 dependent, heads of households with 1 dependent, and married couples 


filing joint returns, under the House bill (H. R. 4473), for 1952 and subsequent 
years 


hedule Present 


ana ] eCasury proposal 


MARRIED PERSONS FILING SI 


$0 to $2,001 
$2-000 to $4,000 
$4. 000 to $6,000 
$6,000 to $8.00 
SS,000 LO SL 
$10,000 to $1 
$12,000 t 

$14,000 to $16, 
$16,000 to $18,000 
$I8-O00 to $20,000 
$20,000 to $22,004 


$22,000 $265,000 


0 to $4,000 
$4,000 to $8,000 
$8,000 to $12 
$12,000 to 
»,000 To 
$20,000 t 
$24,000 t 
$28,000 t 
$32,000 1 
SH) OK 
HM) UD 


$44,000 
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hdua amcome tax rate schedules: Sinale persons, heads of 


d « ou ple $ Jui ing joint returns unde r the House bill (77. R. , f 


ent years 


-~1 


i 


1 
4 
1 
4 
1 


ww 
100 
OOO 
uy) 
0 
wn) 
vO 
wm 
oon 
ooo 
O00 
10,000 
100.000 


10,000,000 


Normal ta 
Normal t 
Normal t 
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Estimated distribution of 
les under present law, House 
jear 1951 


1 gain 
onl ik 
lude $2 

r the Treasury propo 


4 Does not take account 


t 


Corporation ancome tax ab 


the House b is de 


wi) $1. : $ $1, 650 
un) Fi 5 OO 300 
Ooo 5 ¥ 7 0) 


tot 


ZLEFBLESS 


KK) { &, 600 000 


wy) 7 l 4) 5, 3K . 500 


uM) { 18, 000 2 22, WOO 
WU 2 ) 22, TM 5, 7 AM) 


uM) 29. 7A 3. A00 35, 750 
000 41. 500 , 500 
ooo b SS AM) AW) 


O00 100, ( 229, FOO 54, FM 269, 5OO 
10,000 3) OK) $64, 500 F sO 


Ke E 


100.000 > 800, O00 4, 604, 500 5 5 § XK) 


000,000 38, 000, OOO 46, 994, 500 51, 904 ) 54, 994, 500 


iabilities under present law, House bill, and Treasury proposal do not include 
rofits. 
Normal tax, 25 percent on all income; surtax, 22 percent on income over $25,000 
Normal tax, 30 percent on all income; surtax, 22 percent on income over $25,000 


Normal tax, 33 percent on all income; surtax, 2 it on income over $25,001 
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TABLE 16 Effective rates of total income and excess profits taxes under present law 
House bill (H. BR. 4478 


f 
ncomes of 100.000 and $10.000.000 sens 


ind Treasury proposal, for corporations with current secr 
Secr 
sens 
Noven 
Unt 
will mn 
itself i 
have J 
It is qi 
surplu: 
factua 
L we 
we wil 
HeCcr 
cOnvVID 
Pens 
expen 
s8secr 
fense } 
sense 
sav Sh) 
secre 
modity 
large f 
seni 


OEFFTwTFFsFsF 


about 
You 
expel 
asking 
Janua 
today. 


L ck 


Senator Tarr. Mr. Secretary, here is the daily statement for Ju What | 
hown Yr a surplus of $4.022..000.000. and vou stated that it mich mate ¢ 


ly $3,000,000,000 because of extra expenses at the end of th Noven 


Sec] 


Secretary Snyper. It will be over 3—that is the budget surplus progr 
Senator Tarr. Has the Treasury got a certain amount of discretion Ing al 
as to what they fill in this vear and next year? sen 
Secretarv SNYDER. No, sir. It as 
Senator Tarr. None? knowl 
Secretary SNYDER. No On the last day of the fiseal vear th we ha 
current budget surplus will be reduced a billion dollars because of heavy going 
pavinents on the last day for interest of about $750,000,000, an which 
Veterans’ payments of about $300,000,000, but we have no diseretio which 
of anv sort Thev are due on that date. forces 
OT aa l There Was some question atone time that you his War, | 

ion in reference to the manner in which refunds were hand progra 

THOT | 


see] 


puire orders ior long in advance as to speeding up 
would it not? 
experi 


today 
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Secretary Snyper. We just do not do it now. 

Senator Tarr. So in substance, there is no discretion. 

Secretary Snyper. Right. 

Senator Tarr. The reason I have been rather inclined to wait until 
November 1 is that I think the expenditure problem Is SO vague. 

Until we get through appropriating there is one question 
will not be through until the Ist of August, anyway. The 
itself is uncertain as to how much money is goin 


and we 
Treasury 
Y LO be spent They 
have no idea of whether this program is going to be permitted to lag. 
It is quite a job to tell people when we have just had a 4-billion dollar 
surplus that we have to tax them a lot more. That is not a very 
factual approach. 

| would like to see the Government present some clear evidence that 
we will run a deficit before we jump out with a new tax 

Secretary Snyper. | think the Budget Bureau will be 
convince you 


1} 
apie 


Senator Tarr. Right now you have decreased your e 
expenditures by about $3 billion since January, for fiscal 1952 

Secretary SNyperR. The major part was not in the lag for the 
fense program, but other budget items whieh | mentions 

senator TART. You estimated then $71 billion, and now vou 
say $6815 billion. . 


(i previously. 


Secretary SNypeER. Part of it was in the estimates for the ( 
modity Credit Corporation, which would not be required to 
large funds to cover their needs. 

Senator Tarr. 1 thought that was fiscal 1951 
about 1951. but 1952. 

You have already decreased in 6 months 
expenditures, although the appropriations are 
asking for more appropriations than the Presid 
January, vet your explicit estimate of expenditure 
today. 


L do not think that we have re: 


bat 


mate of S50 billion inh November Is right or is hot! 
November or October—maybe then we will know 
Secretary SNYDER. We do know, though, with 


Wit 


what the expenditures are going to be, whether Mr. Jo 


rhit 
t | 
program we will need every dollar of this revenue | 
ing at this time. 

Senator Tarr. Lam inclined to think so. I do not 
it as vet, though 1 do not think the Governme: 
knowledge down as to what they are spending or how [as 
we have spent 2 lot slower here is the hore an Wat that 
rouge on for a year, and our total expenditures ih this 
which there has been a Korean War, as compared 
which there was not, the total increase in. th 
forces 1s about So.600 O00 OOO, for the whole COs! 
War, for the entire year, plus the entire beginning « 
program, and it raises a little doubt that they wr 
money they are talking about 

Secretary SNYDER. Senator, I think that wi 
experience in World War LI, although there 
today l mentioned some of the differences ; 


i?’ OU 


COS 
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ability of private contractors now to finance themselves without 
Government aid during the early stages of their contracts. 

I think if we go back we will find that deliveries accelerated tre- 
mendously in World War Il. There was a lag then in the first year, 
eettine tooled up and vetting into operation. 

Senator Tarr. I have no doubt that in October or November, 
we will find we must have the tax, but I just sav it does not seem 
to me that the Cruse has been made today and that is the argument | 
see for some postponement by this committee until the fall as to final 
action. 

The Cuatrman. We will have the budget people here in the 
morning, and they will shed some light on what thev know and then 
we will have Mr. Eric Johnston and Mr. Wilson and they probably 
can shed some light on the general question. 

Secretary Snyper. Mr. Chairman, all of us, including myself, are 
available any time vou want us. 

The CHarrMan. Mr. Secretary, we thank vou very much. We 
will not be able to hear the budget people this afternoon. We would 
like to but the situation on the floor makes it imperative that we be 
there. 

‘hank you very much for your appearance here, and if we need 
you we will call upon vou, sir 

Secretary Snyper. Thank vou, Mr. Chairman, and your com- 
mittee, for a very attentive and interesting hearing. 

The CHarrMaAn. We certainly appreciate your appearance, 

At 12:20 p. m. the committee was recessed to reconvene at 10 
a.m. Friday, June 29, 1951. 
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FRIDAY, JUNE 29, 1951 


UNITED STATES SENATE, 
COMMITTEE ON FINAD 


Washi qton, fo. 
The committee met pursuant to recess, at 10 a. m., in room 312, 
Senate Office Building, Senator Walter F. George chairman 


presiding. 

Present: Senators George, Byrd, Kerr, Frear, Millikin, Taft, and 
Williams. 

Also present: Elizabeth B. Springer, chief clerk. 

Colin F. Stam, Chief of Staff, Joint Committee on Internal R 
Taxation; Joseph Pechman, Office of Tax Adjustment Staff, and 
Thomas Leahey, Technical Staff, Treasury Department. 

The CHarrmMan,. All right. 

We have the budget people this morning with us, the Assistant 
Director, Mr. Staats. 

Mr. Sraats. That is right. 

The CHarkMan. Some of the other members of the commit 
late this morning but will be in soon. 

We will proceed, if it is agreeable with you. Do you hay 
statement here vou wish to make? 


STATEMENT OF ELMER B. STAATS, ASSISTANT DIRECTOR, BUREAU 
OF THE BUDGET, ACCOMPANIED BY DONALD B. MacPHAIL, 
LEGISLATIVE REFERENCE DIVISION; HOWARD STONE, ESTI- 
MATES DIVISION; AND SAMUEL M. COHN, FISCAL ANALYSIS 
DIVISION, BUREAU OF THE BUDGET 


Mr. Sraats. I do have, Mr. Chairman. 

The CHarrMan. You would lke to make that before you are 
questioned? 

Mr. Sraats. I think that would probably be most helpful to the 
committee. 

Senator Minuikin. I would suggest that the gentleman state the 
nature of his duties in the Budget Bureau. 

The Cuarrman. Yes. You do that, and let us know what your 
duties are; identify yourself for the record, and proceed, and we will 
let vou finish this statement before any questions are asked. 

Mr. Sraats. Mr. Chairman, I am the Assistant Director of the 
Bureau of the Budget, and I am appearing here today before this 
committee at the suggestion made vesterday that we furnish the com- 
mittee with the recent estimates on Federal expenditures for the fiscal 


1 


vear 1952, anda ve would like also. so far as we can, to furnish you 
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with our best estimates as to the expenditure outlook for the fiscal 


; -.) 
year Lyoeo 


r 


! 
Phe CHaArr . 1952, 1953, and as far as vou can see in the future, 
\Ty 


, Fe 
How lone have you been with the Bureau of the 


[ have been with the Budget since June 1, 1939 


"HAIRMAN. 1939? 
irs. That is right, SIP. 
Minirkin. What is the range of your duties at the pre 
\ssistant Director’s position, Senator, 
reau of the Budget 


the range of the Director’s dutie 


Is correct. 
this committee are complex and challenging 
at there is no simple solution to the tremendous 
problems thr upon us by the present crisis in world affairs 
in problems it is imperative that we frame our 
fiscal policies with the same determination, vigor, and breadth of 
purpose that have characterized our response to the challenge of 

Communist aggression, 

Essential tax measures which will place the Government on a pay- 
as-we-go basis should be founded on an estimate of both receipts and 


‘nditures which represents the best judgments that can be made 


’ 


CX 


pe 
at this time. [am happy to make available to your committee in 
“ 


its deliberations the facilities of the Bureau of the Budget. 

specific expenditures, however, [ should like to 
point out e fae which have an important bearing on the 
expenditure estimates | am about to present 

First, the Congress has not vet taken final action on any of the 
appropriation bills for the coming fiscal vear, and, in several instances, 
the bills have not even been reported in the House. ‘This means two 
things: (a) It is not possible at this time to adjust our estimates to 
take account of congressional action on the appropriations and ( 
the date on which funds eventually become available will, to a certain 
degree, affect the level of expenditures which will oceur in 1952, 
although it will not necessarily affect the total level of obligations 
which will be incurred during the vear. 

Senator Mintirkin. Which vear? 

Mr. Sraats. That is the fiscal vear 1952. 

Senator Miuirkin. All right. 

Mr. Sraatrs. Second, estimates of expenditures must be based 
upon somewhat arbitrary assumptions. These include assumptions 
as to price levels and the duration of the conflict in Korea, as well 
as assumptions about the availability of materials, manpower, and 
supplie Changes in any of the conditions assumed can substan- 
tially alter the level of estimated expenditures 

<penditures resulting from the build-up of a military 
size contemplated in the 1952 budget are not 


measurement for anv given time period. For 
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example, a delay or an acceleration of deliveries of heavy military 
equipment under contracts involving many billions of dollars can 
shift several billion doilars of expenditures from one fiscal vear to 
another. To illustrate, neither the Bureau of the Budget nor 
Defense Department is able to state in precise or sbsol 

the exact amount of funds which will be expended in the 

of the fiscal year 1952 or the first quarter of the fiscal 
Although I shall furnish this committee our present es 


fiscal year 1952, it must be recognized that many factors, 
eable, can affect these figure The change in 


ing from a change in the rate of deliveries of military 
easily be much greater than anv reductions made 


appropriation bills now in various stages of passage 


il change CO ild De ( ither upward or downward, 
Hlowever, 1 pite se qualifications it is 


develop (| 


(EeTICLES 
‘facts in mind, Iw 

1952 as it has been revised 
the C'ongress last January. . 


mated expenditures at $71.6 billion 


ever, included ho ¢ etailed estimates for ) 
the military functions of the Defenss 
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ts total. Details for 
ment, estimated in January at S40 billion, and for 
amounting to $7.1 billion, were not available whe 
prepared.  oiuice that time the President has 

‘stimates for the Defense Department and his recomme) 
the foreign aid programs. Expenditures in fiscal veat 

Wo programs are Now estimated to be approximat ly 
than anticipated last January. 

I addition, thre re have bee I eertal l other rey islons 

| 


or other activities directly related to our national sec 


: : ; 
nelude stockpiling of strategic and critical materials, 


maritime netivities. defense prod ction ana eCCONOMLC 
and civil defense. Expenditures for these programs ar 

' 1 1! , 
it almost SI billion less than last January, primarily 


eduction in the amount of funds required 


‘rials, equipment, and loans under 


Present experience indicates that ‘ac rers § 1 contract 

een able to finance plant expansion and initial work on 
Ith laree part from their own working capital and 
nancing, frequently backed by Government commitments 


This point was covered, as vou will recall, by the Seer 
t™ . . 


budget, while there have hbeem some 
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Veterans’ Administration. One of the effects of the recent general 
increase in interest rates for Government and other obligations has 
been to make these mortgages relatively less attractive to prospective 
purchase rs. Therefore, it now appears that the volume of sales by 
FNMA will be substantially less and the purchases by FNMA greater 
than was anticipated in January. As a result, net expenditures for 
this activity in 1952 are now estimated at $200 million in contrast 
to last January ’'s estimate of net receipts of $500 million. The net 
change, therefore, is an increase of $700 million in expenditures 
These are the major changes in the 1952 budget outlook since last 


January. In total, they represent a net reduction of slightly more 
i 


billion. Budget expenditures are now estimated at $68.4 
The net changes | have mentioned and the reason for them 
are shown in the attached table, 


he table referred to follows: 
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Mr. Sram. No, we have not made any estimate on receipts for 1953. 

Senator Kerr. Yes. All right. 

Senator Mriiikin. Has the budget made an estimate? 

Mr. Sraats. I do not believe we have, Senator. It is possible that 
the Treasury may have, but I do not believe we have in the Budget 
Bureau. 

Senator Mriuixr. Do you see any reasonably sound way of mak- 
ing the ane ction? 

Mr. Sraars. | think any such projection will necessarily have to 
make certain assumptions as to the level of the national income. | 
would think that certain assumptions could be made if we could agre: 
or if agreement could be reached as to what those assumptions should 
properly be. 

Senator Minuixin. Who can give us the best authoritative infor- 
mation on that? 

Mr. Sraats. | would think the Treasury Department would 
probably be in the best position to supply those statistics. have not 
discussed it with them as to whether or not they would feel that it 
would be feasible to make such estimates, but I believe that if any- 
body could supply those from the executive branch, the best estimate 
would probably be developed there. 

Senator Mriiikiy. Without disparaging the Treasury or praising 
the Council of Economic Advisers, do not the Economic Advisers 
have something to do with that subject? 

Mr. Sraats. The Council of Economic Advisers does make esti- 
mates by way of projections for the period in advance, in the economic 
report in January, and in the midyear report that will be out very 
soon. 

Senator Miiuikin. It seems to me their reports—and I am speak- 
ing from rough memory—are full of predictions as to what our national 
income is going to be over future periods of time. 

Mr. Sraats. But there would be, it seems to me, in addition to the 
national income, a great deal of other analysis that would be required 
by way of estimates on particular types of business activity, which 
would involve the excise taxes, customs, and factors of that kind. 

Senator Mriirkrn. You would have to break it down if you wanted 
to apply existing rates? 

Mr. Staats. That is right. 

Senator Miiirkin. You obviously would have to break it down as 
to the source of tax. 

Mr. Sraats. That would be correct. 

Senator MILirKIN. Yes. 

The Cuarrman. Mr. Pechman, has the Treasury made any estimate 
of the receipts for fiscal 1953? 

Mr. Pecuman. No, Senator. The latest estimates we have were 
given to you by the Secretary, and they are for fiscal year 1952, but 
if the committee wishes I think we can get some approximate estimates 
for you. 

As Mr. Staats indicated, it will be necessary to make certain assump 
tions about income levels and corporate profits, and so on which may, 
of course, be wide of the mark, since it will be more than 2 years ahead 
of the time. 

The Cuarrman. Well, we wish you would project 1952 into 1953, 
and through 1953, from there on, such assumption as you are required 
to make. 
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Mr. Pecuman. We will have that information inserted in the 
record. 

(The information referred to follows:) 

The Bureau of the Budget supplied the committee with an estimated range 
Federal expenditures in the fiscal vear 1953 of $80 to $90 billion. A 
approximation of net budget receipts for fiscal vear 1953 consistent wit] 
level of expenditures is about $63 billion under present tax lav 

The CuarrMan. All right, Mr. Staats. 

Senator Kerr. In order to pin point this information just a little bit 
more, if Congress should pass the tax bill now before us, and if the 
staff’s estimate of $66 billion of revenue for fiscal 1952, taking into 
account receipts under existing law and the proposed law, is reasonably 
accurate, and if your estimate on page 4 in the last line of the fourth 
paragraph, the estimated expenditures for fiscal 1952 would | 
$68,400,000,000, we would expect a deficit for that fiscal year, aside 
from any moneys that we have on hand when we went into the 
fiscal year—that would be $2,400,000. 

Mr. Sraats. That would be approximately right; that would be 
approximately right. 

Senator Kerr. So if the eran, estimate that we will go into 
fiscal year—that fiscal year with a surplus of $3. billion, then the 
enactment of the present ee or one producing that ou rh of revenue, 
and the airing out of the expenditure program on the basis tele you 
now estimate, would permit us to go into fiscal 1953 without a deficit 
at that time. 

Senator MILLikin. Senator Kerr, may I suggest that that hinges 
on what they do with the surplus. If they applied it, for example, to 
the national debt - 

Senator Kerr. I understand that if the $68,400,000,000 represe 
the expenditures, that they will make in fiscal 1952, then if they 
pay the surplus on the national debt that would increase the « 
ture figure to the extent that they did it. 

Senator Mituikin. That is exactly what I am getting 
used the surplus for retirement of the national debt, i 
available to increase surplus or to lessen a deficit in { 

The CHarrMAN. Your assumption, Senator Kerr, 
the further assumption, I assume, that the Congr 
any reduction in expenditures. 

Senator Kerr. Yes, sir. That is, that would reduc 
figure here of $68,400,000,000. 

The CHarrMan. All right, Mr. Staat 

Senator Miturkin. May I ask a further question on that 
Chairman? 

The CHarrRMAN. Yes. 

Senator Mituikin. If the Congress reduced the proposed exp 


post ‘pendi- 


tures say, from 2 to 3 billion, if the surplus to which Senator Kerr 
referred would not be applied to the national debt, but would become 
available for the general purposes of the Treasi iry, and | 
a tax bill, oh, let us say, in the order of 5 to 6 billion, “the 
be a deficit for fiscal 1952, would there? 

Mr. Sraats. Granting those assumptions 

Senator MILLIKIN. Yes. 

Mr. Sraats (continuing). I believe that would b« 

Senator Mintuikin. Thank you. 

(There was discussion off the record.) 
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The Cuatrman. All right, Mr. Staats. 

Mr. Sraats. Under present projections the build-up of our military 
readiness, Federal expenditures for national security programs will 
probably reach a peak late in the fiscal year 1953, or early in the 
fiscal year 1954. ; 

The peak in military production and deliveries of military equip- 
ment, of course, will come before the peak in budget expenditures 
Our estimates of expenditures have been based in part on procurement 
and delivery schedules, as programed by the Defense Department 
the Munitions Board, and the Office of Defense Mobilization. Present 
schedules call for a gradual reduction in the rate of expenditures for 
national security programs during the fiscal year 1954. 

After our military-readiness objective has been achieved— 

Senator MILLIKIN. It goes without saying that depends on whether 
things accord with the projected circumstances. 

Mr. Sraats. That is right. That is the reason I place so much 
emphasis, Senator, on these three factors here at the beginning of m\ 
Statement. 

Senator Minurkin. Yes. An all-out war, for example, would throw 
this whole thing into the garbage can, would it not? 

Mr. Staats. Oh, yes. 

Senator MILurkIn. Yes 

Mr. Sraars. After our military-readiness objective has been 
achieved, the level of expenditures for the military functions of the 
Defense Department under present assumptions of strength, are 
likely to be sustained at a level of $40 billion. Approximately hal! 
of this amount is necessary merely to support a standing armed force 
of 3.5 miilion men. It includes pay, food, clothing, housing, anid 
similar support for the maintenance of the men and women in uniform 

That figures out around $5,400, I believe, per soldier, and it is 
merely a matter of calculating that as against 3\ million men. 

Senator Mitirkin. Then, roughly adding your nonmilitary expendi 
tures, according to your predictions here, we will have to face, even 
if things go well, short of durable peace, we will have to face a national- 
expenditure budget of, perhaps, not less than $65 or $70 billion a year, 
is that right? 

Mr. Staats. The expenditures in the nonmilitary area here for 
1953, which I believe I have given you, run about $20 billion, and 
it would be some additional in the security area, such as stockpiling, 
and so on. 

Senator Mititikin. Under your figure of $40 billion for militar) 
and if you add $20 billion or $25 billion for other purposes, you have 
got $65 billion. 

Mr. Staats. That is right. 

Senator Mituikix. And the point that, perhaps, I should make is 
that $65 billion will continue the heaviest tax burden that this country 
has ever suffered, even after you get through with the major part 
of your military program. 

Mr. STaats. $65 billion would be an approximate figure ne 
period 1954 that we are talking about under these assumptions, s¢ 

Senator Minturkin. So that on Budget’s assumption, there is no 
prospect in the foreseeable future,even if we do not have to move 
into all-out war, and even after we have reached our peak of military 
expenditures and get down to what you might call a maintenance 
basis, of anything resembling a reduction in taxes, is that correct? 
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Mr. Sraats. That is correct. But I would again like to emphasize 
the nature of the assumptions under which we are operating for the 
period 1954. 

Senator Minuikin. That is right. 

Senator Byrp. The $65 billion is for military expenditures? 

The CHarrMAN. No; $40 billion, and about $23 to $25 billion 

Senator Kerr. That is inthe fourth paragraph on page 5. 

Senator Byrp. In 1953 it will total between $80 and $90 billion. 

Mr. Sraats. That is correct. 

Senator Byrp. How long will that continue on that level, do you 
think? 

Senator Kerr. One vear, he says. 

Mr. Staats. We are indicating that the peak in the military ex- 
penditures will come approximately at the end of fiscal 1953, and we 
are indicating that under these assumptions that we have 


( i made, 


Senator, that that should then level off to a rate of around $40 billion 
for the military. That assumes that the present strength or the 
strength contemplated in the budget that is before the Congress, 1 
maintained. 

Senator Byrp. Well, Mr. MeNeil testified before the Armed Ser- 
vices Committee that it would be $48 billion. 

Mr. Sraats. It depends on the particular period that we are dis- 
cussing. The peak would come about the end of fiscal 1953, and then 
it would seale back to that level, reaching a rate of $48 billion or $40 
billion after that time. It would depend a good deal on what the 
particular time period is that we are discussing. 

Senator Byrp. The peak would be in fiscal 1953, you would think, 
and that it would be between $80 and $90 billion. Well, 
$10 billion leeway there which is quite important. 

Mr. Sraats. We have projected this on a quarterly rate basis, and 
it is our opinion based upon the evidence that we have been able to 
obtain from the Department of Defense that military expenditures 
will reach their peak either in their fourth quarter of fiscal 1953 or 
the first quarter of fiseal 1954. 

Senator Byrp. Then, after fiscal 1953 what do you think would 
be the level? 

Mr. Sraats. After 1953 under these assumptions as to strength, 
the level that would be sustained is around $40 billion—around that 
heure. 

Senator Minurkin. Military. 

Senator Byrp. Military. What do you think the total will be? 
That does not include the arming of the nations in Europe, that 
military figure? 

Mr. Staats. This is direct military, I believe. 

Senator Byrp. All right. There are $40 billion for that after 
fiseal 1953. What will the others be? 

Senator Tarr. Can we get that, whether it includes the Allies? 
You say this includes the Allies? 

Mr. Sraats. The $40 billion, Senator Taft, are for the military; 
it is for the military alone. 

Senator Tarr. I presume by that time we would not have anything 
for aiding the Allies. 

Mr. Sraats. There could well be some additional amount for the 
mutual assistance program and for stockpiling, and some of the other 
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items that we have included in this national security area. But IT had 
placed an outside figure on that of a rate of a total in the securit\ 
area in addition to military of about $5 billion, and about $20 billion 
for all other functions, which was the basis on which we arrived at th: 
$65 billion. 

Senator Minurkin. So you are guessing $5 billion to add to the $40 
billion, and then you add $20 billion on top of that? 

Mr. Sraats. That is right. 

Senator Mriuurkrn. So roughly it would be not less than $65 billion 
and that assumes that the Congress does not increase its nonmilitar) 
expenditures, is that correct? , 

Mr. Sraats. That is right. 

I want to make this point though in connection with that $5 billion 
That $5 billion includes the assumption that there will be some ad- 
ditional program for, or a continuing program for, mutual assistance 
It includes the continuation of the stockpile, atomic energy develop- 
ment, certain maritime activities which will still be in the picture at 
that time. 

Senator Byrp. In this $65 billion, how much of it is for the aid to 
Kurope in different forms, either military aid, arming the nations, or 
economic aid? 

Mr. Sraats. I do not have with me the breakdown of the $5 billion 

Senator Byrp. You have got $40 billion for direct military. How 
much is there for the civilian? 

Mr. Staats. We have assumed that would continue at the same 
level as we have assumed in this statement for 1953, roughly $20 billion. 


Senator Byrp. That is $60 billion. Then, you have allowed: 


$5 billion. 

Mr. Sraats. For these other security programs which will not and 
which are not 

Senator Byrp. You did not allow for the aid to Europe? 

Mr. Sraats. Yes. 

Senator Byrp. Arming Europe and economic aid? What have you 
allowed for that? 

Mr. Sraats. It is in the $5 billion. I would bave to supply you 
with a rough breakdown of that $5 billion. I do not have that. 

Senator Byrp. The atomic bombs, I should think, that would be 
in the military. 

Senator Tarr. No; that ts 

Mr. Sraats. We have carried that separately. 

Senator Byrp. You may carry it separately, but it is certainly a 
vital part of our defense program. 

Mr. Sraats. That is right. 

Senator Byrn. And in ascertaining what we spend on defense it 
should be included in the defense figure. 

Senator Miiuikrn. Are you including it in your $20 billion for non 
military purposes? 

Mr. Sraats. It is included in the $5 billion 

Senator Mruirkrn. In the $5 billion. 

The CuHatrMan. In the $5 billion. 

Senator Miturkin. The whole business, then, economic aid to 
Europe, military aid to Europe, and atomic energy, and _ possibl) 
some other items are all compressed within the $5 billion. 
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Mr. Sraats. That is right. You might say that the defense 


expenditures, that the estimates that we are assuming here would 
run about $45 billion. 


Senator Mirirkrn. Would it be luridly imaginative to say instead 


of $65 billion it might well be $70 billion or $75 billion? 


Mr. Sraats. Well, that would be a matter of judgment, Senator, 


again depending on what assumptions we are making here for this 


period ahead. 
Senator Minurkin. | mean, under the assumptions we are discuss- 
ng here. Would it be, I repeat, luridly imaginative to say that it 


might well be—let us say $70 billion? 


Mr. Sraats. Well, a range of $5 billion on a projection of this 
cind 


Senator Miuurkin. You certainly would not say it could not 


865 billion, is that right? 


Mr. Staats. No; | would not be prepared to say that 
Senator Minuikin. So that it might, 1 repeat-—would 


maginative to say that it might reach, let us say, $70 billion? 
Mr. Staats. | would think that a range of $60 billion to $70 billion 


would not be out of line. 


Senator Mituikin. Thank you. 
Senator Tarr. There are two things I do not quite understand. 


Do you assume we are going to cut down military expenditures by 


) 


not ordering a lot of airplanes’ Why do you assume we are going to 


] ] 
astocKpue, 


rou finish it. Also, why do you assume that this mutual aid is not 


roing to beeome mutual aid? Why should we be appropriating and 
providing aid after 4 years of aid to Europe? Why do you assume 


hose assumptions? 

Mr. Sraats. I think the present thinking with respect 
nutual assistance program would involve expenditures 
it least through fiscal 1954. 

Senator Tarr. 1 meant 1954. We are talking about this $65 bi 
vhich is what you say when we get back to normal, 1955 or 1956. 
Mr. Sraats. That is the reason I broke out the $5 billions. It is 
urd tO say on the basis of present forecasts that the $5 billion would 

a level that would continue on indefinitely. 

Senator Miiturkin. That is a guess 

Mr. Sraats. That is right, and it would depend entirely on the 
vel of these individual programs. But the $40 billion represents 
i translation of the dollars under the present assumptions as to cost 
hat it would take to run armed forees of 3‘: million men. 

Senator Minuikin. I think it was developed, Senator Taft, before 


you came in that under these estimates—take them at $65 billion or 
take them at $70 billion—we shall have to continue until we have 


iurable peace in the world the highest rate of taxation ever known, and 
hat under these assumptions the: re is ho prospect w ithin any measure- 


ble period of time when you can re aa ‘e the taxes that will be required 


to cover that kind of a budget. I am not speaking now of the peak 


udget of 1953. Lamspeaking of what you might call the maintenance 
udget after we get over the peak. 
Senator Tarr. If the Russian threat continues. 
Senator Minuikin. If the Russian threat continues, is that correct? 
86141——51—pt. 111 
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Mr. Sraats. Yes. 

Senator Byrp. Let us take for 1953, that is $85 billion; that is (|, 
median; and then you think for 1954 it will go down to $65 billio 

Mr. Sraats. You would be on a declining rate, Senator. Fiscal 

Senator Byrp. That is what I am getting at. If you spend §s; 
billion in 1953, I doubt that you are going to go down $20 billi 
in one year. 

Mr. Sraats. The $40 billion reduction would not be complet 
achieved in the fiscal year 1954. 116 te 

Senator Byrp. But you give the impression, as I see it, af pire § 
fiscal 1953 we will get on a level of $65 billion. iain 
Mr. Staats. I do not mean to give that impression. The ps 1952 ¢ 
here is the end of fiscal year 1953, or the first quarter of fiscal 19: 
At that point we will start on a declining basis to a level of $40 billio 
I hope it is a level. 

Senator Byrp. Let us take the $85 billion for 1953. You stat 
it is between $80 billion and $90 billion. Now, in 1954 what is y: 
estimate—what is your estimate for 1954? 

Mr. Staats. We do not have a precise estimate on 1954. I co 
give you our best approximation on that, but I have not developed 

Senator Byrp. It would be pretty close to $85 billion becaused yo 
started your expenditures in the last quarter of 1953, and then you 
heavy expenditures will run over to 1954. 
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main 
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flatio 
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Mi 


Senator Tarr. And you said you think you expected to reach thi Mare 
end, at the end of 1953, so presumably it would go on for a while in 
1954, would it not? 

Mr. Staats. It starts declining rapidly after the peak, but in orde 
to arrive 

Senator Byrp. But you have only got the peak in only one quarter 


Sel 
hgure 


in 1953. 

Mr. Sraars. In order to arrive at this $40 billion vou would have to 
assume a larger level of expenditures in fiscal 1954. Then, the $65 
billion that we are talking about—the level would be somewhe: 
between the $65 billion and the $85 billion. 

Senator Kerr. Would it be safe to say on the basis of your estimat: 
you figure that as you went out of 1954 you would have declined to an 
annual rate of $65 billion? 

Mr. Staats. That is generally the feeling. a par 

Senator Byrp. What about 1954? Would it then be around $7 Cong 
billion generally? Mr 

Mr. Sraats. If you assumed a midpoint between $85 billion an Ses 
$65 billion; I do not know just how that curve is. to tal 

Senator Byrp. That is the best estimate we can make, is it no outsic 
if you say it is between $80 billion and $90 billion—assuming it even 
$85 billion, and the next year you anticipate a reduction of $10 billion same 

Mr. Sraarts. I would like to supply vou with a statement on tha Mr 
but for present purposes, I think the $75 billion is a midpoint in be- Mr 
tween that would be as good as I could give you. Mr 

Senator Byrp. When you supply that would you put it on a quar- f the 1 
terly basis, all of these years, 1952, 1953, 1954, 1955, as long as you ¢al which 
project it? is tak 

Mr. Staats. Right. much 

(The information referred to follows:) the m 
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Estimated projection of budget expenditures, fiscal years 1952-55 


{Annual rates. In billions} 


Total expendi- 
Fiscal year: tures 


68. 4 
See clit. Se yi SRE co __. 80. 5-90. 5 
1954. _- 2 epee Prey 5tS 72. 0-82. 0 
1955 . = 65. 0 


These estimates are based on many assumptions of the kind described on pages 
116 to 118. They represent the best judgment we can make at this time of the 
trend in expenditures so far in the future. Quarterly projections through fiscal 
year 1953 are shown, but it is not possible at this time to estimate 1954 and 1955 
by quarters with any validity. For more detail on these estimates for fiscal years 
1952 and 1953, see page 247. 

Senator Byrp. But you think that ultimately some time it will get 
back to $65 billion? 

Mr. Sraats. Assuming that the strength of the Armed Forces is 
maintained at the level at which 

Senator Byrp. That $65 billion would be—suppose we have in- 
flation, more inflation. That will change these figures a great deal, 
too? 

Mr. Sraats. That is right. 

Senator Byrp. It is all a guess except it is probably a minimum 
guess. These are all minimum figures; they may all be exceeded? 

Mr. Sraats.: The price assumption is on the basis of the end of 
March prices. 

Senator Byrp. But I mean your figures here are probably minimum 
hgures. 

Mr. Staats. I would say that that is generally right. 

Senator Byrp. They may be exceeded? 

Mr. Sraats. That is right. 

Senator Byrp. Considerably. 

The Cuarrman. All right, Mr. Staats. Will you continue. 

Senator Tarr. Mr. Staats, there is one thing that has always in- 
terested me. We assume certain figures for the military. Do you 
not think that a complete study of all military expenditures might 
substantially reduce the military budget? We had a Hoover Com- 
mission and everything else, and we have had various other studies, 
but in the Army, the Navy, and the Air Corps, there never has been 
a particular effort to turn down what they have asked for so far as 
Congress is concerned. 

Mr. Staats. That is right. 

Senator Tarr. Do you not think it is worth while if they are going 
to take $65 billion at the peak, and $40 billion afterward, to have an 
outside comprehensive expert commission that could make a study of 
even the military problems involved, and see if we cannot get the 
same thing for less money? 

Mr. Sraats. Well, I would like to say this 

Mr. Tarr. Or more for the same money, whatever vou want. 

Mr. Sraats. But I think that generally the point brought out in 
the report of the Joint Committee on the Economic Report is one 
which we feel is very valid, namely, that when the defense program 
is taking this proportion of the total budget, that we cannot do too 
much by way of seeing what could be done to achieve economies in 
the military operation. 
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Senator Tarr. I felt when we had a big Army—we usually had to fi 
skeleton Army—but when we had a big Army in wartime we h.\ us h 
not been able to stop to question what the *y have asked for. It ha Hoo 
just been appropriated. If this is going on for 10 years or the rest o| M 
our lives, it seems to me that a fundame ital study of the Army, Nav\ with 
and Air Corps methods, and everything else, even in the militar ly ce 
phases, military experts on it could possibly secure a substantial re- tow 
duction. Se 

Mr. Sraarts. | do not think there is any question but that it ne civil 
a great deal of attention. I know that the Deputy Secretary wit! repr 
whom we have been dealing most directly on this matter is very much, resul 
aware of that problem, and is giving a lot of attention to it throuc! M 
the McNarney committee, the Defense De ‘partment has recent}, from 
appointed a new management engineer who is responsible directly to Hoo 
the Secretary in the Department. may 

The Assistant Secret: iry for Manpower has inaugurated a very in- as LO 
tensive program on manpower utilization in the Department of D. tion. 
fense. But the point that you make is a very good pot. 1 am sur thos 
it has been given a lot of attention, but the question of ways and mak 
means as to how you can do it is of il 

Senator Byrp, When will this manpower study be effective? Thi Se 
are getting all their employees now. They are adding employees al! that 
the time. The armed services have been adding about a thousa just 
or 1,500 a day. If you get them on the payroll, you cannot get them mus 
off. We have found that out by experience. Why don’t they start 
at the Pentagon Building? They have got 35,000 civilian employees 
at the Pentagon Building alone. It has not been touched; nothin 
has been done. Mr. Johnson talked about it. 

Senator MiLuikin. Every report we get as Senators shows that 
they are falling over each other’s feet over there. 

Senator Byrp. Once they get them on the payroll you cannot ge! 
them off. I have talked to Mrs. Rosenbe rg, and | cannot learn whe 
she is going to get anything in operation. It has been all talk and 
no results. 

The Cuarrman. That is why it has been on an ascending scali 
Senator Byrd, all expenditures. 

Senator Byrp. The idea of adding 1,000 to 1,500 a day in | 
armed services—it was 2,000 a day for a while—civilian employees 

Mr. Sraats. As you know, a great many of those employees ar 
actual production workers. 

Senator Byrp. Some of them are; 50 percent of them are, | 
the others are just clerical. There is great room and great oppo: 
nity the ‘re to save money. 

The CuamMan. Mr. Staats says he is going into that a little lat 
Senator Byrd, and then we shall have a breakdown that will be he ‘Ipfu 
when we get that point. com: 

Senator Wittiams. Mr. Chairman, I would like to ask one question a ca 
along those lines. I think this is a good suggestion that we shoul Se 
study the military expenditures, but Co agress “has put into operation You 
many of the recommendations of the Hoover Commission in ¢civillall 
agencies. How much Say ing has there been as a result of the Hoov: 
Commission's reports? I have supported most of those reports but, som 
frankly, 1 have been wony much disappointed, and have been unabi exal 
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to find any savings in any of the agencies, and I wish you would tell 
us how much this fiscal year represents a saving as a result of the 
Hoover Commission. 

Mr. Sraatrs. The recommendations of the Hoover Commission 
with respect to the Department of Defense have been almost complete- 
ly carried out, as you know, and there have been various estimates as 
to what savings have been achieved within the Department of Defense. 

Senator WILLIAMS. Well, in the Department of Defense and 
civilian agencies, too; how much savings do you think that there is 
represented in this fiscal year’s budget that we are working on as a 
result of the adoption of the Hoover Commission’s reports? 

Mr. Sraats. The development of estimates as to savings resulting 
from reorganization have been very, very difficult to obtain. The 
Hoover Commission itself struggled with the problem and, as you 
may know, the Hoover Commission itself declined to make an estimate 
as Lo the savings that could come about as a result of this recommenda- 
tion. There were a number of estimates made by others as to what 
those savings would involve, but the Commission itself declined to 
make an estimate as to the savings that would come about as a result 
of its recommendations. 

Senator WituiamMs. That is the point. You say that we all know 
that some savings have been the result. 1 would like to know or have 
just an estimate, because if you know there have been savings you 
must have an estimate. 

Mr. Sraats. We can cite certain savings, and we know there are 
savings, but the precise savings, to be very honest with you, are 
almost impossible to obtain for a large Department like the Department 
of Defense, particularly when it has come about at a time when vou 
are increasing expenditures for the Department rather than keeping 
them on a relatively uniform basis. 

Senator Witurams. Let us forget the Defense Department momen- 
tarily, and speak of the civilian agencies, those which are not aifected 
by the Defense Department. 

How much savings have we had in the reorganization plans of any 
of the civilian agencies? 

Mr. Sraats. I do not have any estimate as to what is involved. 
The Citizens’ Committee for the Hoover Report have made some 
estimates on that. 

Senator WiturAMs. I think that is your position as the Bureau of the 
Budget—you are in the best position to say whether or not there have 
been any savings. Could you say that there have been any savings? 

Mr. Sraats. I think there have been some savings as a result of it. 
Many of them have resulted in improved management. For example, 
if you vest the authority of a commission in the chairman in an effort 
to get better administrative direction over the operations of the 
commission, the question is, How much savings do you achieve in 
a case of that kind? 

Senator Wiitu1AMs. You still have not answered my question. 
You are not in position to say that there has been any dire el financial 
savings then, so far as the taxpayer is concerned, are you? 

Mr. Staats. I would not agree that is the case. We have’ made 
some savings, and I think we could supply you with a number of 
examples. The only thing I wanted to make clear was that any 
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over-all estimate as to savings resulting from reorganization reco: 
mendations, whether from the Hoover Commission or otherwi ise, ai 
extremely difficult and almost impossible to support when you get inio 
some of the kinds of recommendations that were made by the Co: 
mission and which have been put into effect. 

Senator WiiuiAMs. Well, you recognize when they came to Con- 
gress, most all of them came with the recommendations and a pric 
tag on them. 

Mr. Sraats. Yes, but there were no estimates of savings made } 
the executive branch agencies. 

Senator Wiuttams. And the »y said if we will put them into effect 
those savings would result. You never disputed it in the budget 
that if we put them into effect that there would be these savings, and 
I have noticed in these budgets that are coming down to us this year 
that after these agencies are consolidated, and you have put two or 
three of them together, instead of costing less money they are costing 
us more money, and instead of dropping “employees, they have all got 
more employees than the two agencies had when they were separate. 

Most of the time when we set up one agency and consolidated two 
or three agencies into one, it seems that we set up another pyramid 
above the m. 

Mr. Sraats. The same question was raised with the Budget 
Bureau in all the hearings by the Expenditures Committee on each 
of the plans that were presented by the President to carry out the 
Hoover Commission recommendations. 

We cautioned the committee in each case in the same way that JT am 
qualifying my reply to your question, on the difficulty of making a 
precise estimate on the savings which might come about. 

Senator WixiuraMs. I wish you would make a sur vey—— 

Mr. Staats. We can supply you with what we have. I am not 
trying to avoid your question in any sense. 

Senator WriuiaMs. I wish you would, because I have been very 
much disappointed in it, as one who supported it, because from what 
I can see from any part of the Hoover recomme ndations which have 
been put into effect, it is that we give the agencies more power, more 
personnel, and they enthusiastically put those recommendations into 
effect, but so fas as economies are concerned, there has been an ab- 
solute ignoring of that on the part of all the executive departments, 
and if | am wrong in that I wish you would correct me, and supply it 
for the record to show it. 

Mr. Staats. I could show you that there have been substantial 
savings resulting from the Hoover recommendations which have been 
adopted. 

I would hesitate very much though to give you any over-all estimat: 
from all of the Hoover Commission recommendations that have been 
put into effect as to the exact amount of savings. I do not think it 
can be done, very honestly. 

Senator WriurAMs. And it is almost so insignificant that it cannot 
be placed in the record? 


Mr. Sraats. There have been very substantial savings on some of 


them. ’ 

(The information referred to follows:) 

Although a substantial proportion of the recommendations of the Commissio! 
on Organization of the Executive Branch have been put into effect, it is 
feasible to make a reliable estimate of the total dollar savings resulting from those 
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recommendations. Because of the many factors involved, the Bureau of the 
Budget has not been able to calculate the precise savings resulting from Hoover 
Commission recommendations, nor has it felt justified in asking the departments 
and agencies to undertake the extensive and costly research that would be re- 
quired to compile such an estimate. The Hoover Commission itself very wisely 
declined to make an estimate of the over-all savings that would result from its 
recommendations. Although its task forces did make such estimates in some 
of their reports, the Commission itself mentioned dollar figures for expected 
economies in only one instance. In spite of the fact that the Hoover Commis- 
sion did not attempt to make an over-all estimate, various other organizations 
and individuals have made estimates of savings. However, we have not been 
able to find a single instance where such estimates are accompanied by infor- 
mation to support the claim of savings; nor have we, on our own investigation, 
been able to substantiate these claims. After careful analysis we conclude that 
while large sums of money can be saved by improved management in the executive 
branch, there is no valid basis for assertions that such amounts are readily 
measurable. ‘To reduce Federal expenditures would require major reductions 
in, or elimination of, programs specifically prescribed by law. 

The paragraphs below outline several of the reasons why it is not feasible to 
identify specific savings resulting from Hoover Commission recommendations: 

1. The major recommendations of the Hoover Commission are aimed at more 
effective direction, control, and coordination of Federal policies and programs. 
The basic purpose of such recommendations is to improve the quality of service 
to the taxpayer—not necessarily to reduce appropriations at all. For example, 
the Hoover Commission recommended a grouping in the Department of Commerce 
of major nonregulatory transportation activities of the Federal Government. 
The reorganization plans transferring the Bureau of Public Roads and the functions 
of the Maritime Commission to the Commerce Department and the creation of an 
Under Secretary of Commerce for Transportation are all designed to achieve a 
unified and coordinated Federal program for transportation. Although adminis- 
trative savings may result from such arrangements to coordinate transportation 
activities, the major benefit to the public will be in the more effective development 
of our transportation system to meet the needs of commerce, industry, agriculture, 
the general public, and national defense. 

2. The basic recommendations of the Hoover Commission are concerned with 
establishing an organization structure that will permit the agency head to improve 
the effectiveness, efficiency, and economy of his programs. The Commission 
recommended that there be a clear line of authority from the President to agency 
heads and from agency heads to their subordinates. Similarly, the Commission 
recommended that responsibility for internal administration of regulatory com- 
missions be vested in the chairman. The adoption of these recommendations 
does not, as such, produce identifiable savings. It provides a framework within 
which improvements can be made. Where tangible dollar savings do result, they 
are likely to occur as a part of the day-to-day operations improvements that take 
place in any well-run organization. This continuing job of carrying out internal 
improvements within the departments and agencies has been given emphasis 
under the President’s management program, which was initiated by Executive 
Order 10072 of July 29, 1949. The management-improvement programs in the 
individual departments and agencies are constantly bringing about improvements 
in quality of service, in the effectiveness of operations, and in the cost of doing 
business. Where dollar savings can be identified, they are usually the result of a 
long period of effort, with many people contributing to the final product. 

The Commerce Department is an example of such a management-improvement 
program. It recently w&s able to identify savings of over $8 million during an 
\8-month period, with an additional anticipated annual saving of nearly $3 
million. However, no estimate was made as to the proportion of ,this saving 
which was made possible by adoption of Hoover Commission recommendations, 

In the Treasury Department, examples of management-improvement program 
savings include: (a) During 1950, the Fiscal Service, working through the Fiscal 
Service Management Committee, effected management savings totaling more 
than $6 million, including savings resulting from improvements initiated during 
the period 1947-49. (b) In the Bureau of Public Debt the reduction of five 
regional offices to three resulted in an annual saving of $250,000. (c) A deposi- 
tary-receipt procedure was developed by the Bureau of Internal Revenue, in 
cooperation with the Fiscal Service, to cover employment taxes, as well as income 
taxes. For the half year the new procedure was in operation, savings from 
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elimination of compensation to the commercial banks amounted to $500,000 
(d) Savings resulting from the modernization of the intaglio presses in the Bur 
of Engraving and Printing, which will ultimately increase the output of curre: 
by approximately 30 percent, are estimated at over $1 million a year.  (¢ 
the Bureau of Internal Revenue notable progress has been made in the util 
tion of time-saving operating equipment and in the development of more effici 
procedures. Savings during fiscal year 1950 were estimated at 480 man-vea: 

It should be emphasized that it is extremely difficult, if not impossibk 
establish a direct relationship between Hoover Commission recommendat 
and the savings cited above. 

3. Undoubtedly the greatest difficulty in identifying specific savings is cau 
by the changing nature of Federal programs and agencies. Sinee Federal progra 
are designed to meet the needs of the public, changes in economic conditi 
international developments, and other factors produce a continuing seri 
changes in Federal programs. New programs, changes in the scope of exi 
programs, in amount of workload, in the quality of service, in price levels 
in the supply of manpower and materials are among the variables that cai 
the amount of money required to perform a particular service for the pul 
For example, the program for unification of our Armed Forces has undoubt 
brought about great dollar savings. However, such savings are impossib| 
identify in a period when the demands of the defense emergency have increa 
military expenditures from $11.9 billion in fiscal year 1950 to an estimated 
billion for 1952. In the process of formulating the military budget, estimat: 
requirements take int » account anticipated savings cue. to improved organizat 
Pp rocedt ires, and methods. Similarly, in civilian agencies, each succeeding bud 
estimate takes into account the ope ‘rating improvements that have been devi 
aaa the past year. Although the increased productivity from this conti 
tightening-up of efficiency may not be apparent, the long-run effect is noticea 
For example, the Bureau of Interna! en from 1947 to 1951 experienc: 
5 percent incre ase in the number of taxpayer 37 percent increase in investi 
tion work, and a 2 percent increase in revenue collections; yet through a seri 

improvements it was able to decrease its staff by 4.5 percent ove! 
same period without impairing efficienc 

The difficulty of identifying savings because of the continual changes in Ft 
program also illustrated by the establishment of the General Services Ad 
istration. That ag: nev, creat ] pursu2nt to rm commendations of the H« 
Commission, has initiated a number of programs to simplify or standardize 
ernment procedures in the areas of procurement and property management 


scope of Federal proeurement activities, and hence the budget estimates 
goTeé thy € xpand d to meet the needs of the defense mol ilization progrs 4m. 
savings have, nevertheless, been made by the new agency. For ex 

tiations with carriers for freight-rate adjustments produced 

$1,700,000 in 1950, use of long-term contraets and telephone engineering produc 
savings of $385,400, and establishment of records centers in four cities is estin 

to have saved over $1,843,060. 

Pursuant to Hoover Commission recommendations, several studies of the 
ministration of territories under United States jurisdiction in the Pacific 
been made. Although those studies have pointed the way to more efficient w: 
of administering the territories, it is an extremely difficult accounting proble: 
determine the actual extent of savings. The Department of Interior estim: 
that one study resulted in an annual saving to the Federal Government of 
$2 million by replacing ships and planes manned by naval personnel with ci\ 
transport fecilities administered under contract. It is estimated that the ani 
direct end indirect subsidies for operating costs were reduced by about $1 mi 

Where a program is relatively stable, 2 comparison of the size of its budget bef 
and after a reorganization sometimes can provide a rough indication of say 
For example, Reorganization Plan 22 of 1950 transferred the Federal Nea 
Mortgege Association from the Reconstruction Finance Corporation to 
Housing and Home Finance Agency. The primary purpose of that transfer 
to assure that there would be close edie ition between the secondary-mark¢ 
operations of Federal National Mortgage Association and national housing p 
cies. In addition, the administrative expense of that program has been red 
by about $1 million in a period when the portfolio of Government-held mortga 
Was increasing. 

1. Many programs are underway to improve the management of the execut 
branch. Although in many cases these efforts are benefiting from the suggest 
or the impetus of the Hoover Commission, it should be pointed out that mo 





mol 
the 
not 
mal 
\ 
que 
you 
typ 
of | 


the 


500.000 
surea 
curre! 
\¢ 
> util 
effici 
-vear 
sibl 


ndati 


Ss cau 
rogra 
nditi 
serie 
@XIis 
vels 


oubte 
ssibli 
nerea 
ated 

mat 

nizat 
g bud 
1a 
‘Ont! 
tice i 
rience 


$a’ 


REVENUE ACT OF 1951 


the improvement efforts were initiated either prior to or independently of the 
Hoover Commission recommendations. 

The joint accounting program, carried on by the General Accounting Office 
the Treasury Department, and the Bureau of the Budget, in collaboration with 
all other executive agencies, is an example of one of these programs.  Illustra- 
tions of economies under this program include (a) savings of nearly $1 million 
bv elimination in the General Accounting Office of certain operations which were 
common to the General Accounting Office and the Treasury Department; at 
least $150,000 was saved by the revision of accounting for public-debt coupon 
interest and related operating procedures in the Treasury Department; (¢) in 
the Maritime Administration (Commerce Department), revisions in procedures, 
as well as various reorganizations within the Division of Accounts and the account- 
ing branches of the district offices, permitted in 1 vear a reduction in accounting 
personnel from 392 to 285 employees; (d) in the Bureau of Reclamation (Interior 
Department) a reduction was made of 35 percent in positions, about $40,000 in 
payroll ‘expe nse, In one operation alone in the Washington Office of the Bureau; 
e) in the Department of Defense t! bobs aieppelen of a simplified method of schedul- 

. eee ments and collections on electri al accoun & Ina nes and revision 

‘elated procedures should result in the elimination of more than 100 elerical 
Sits in regional accounting offices in the Department of the Navy, with com- 
parable savings possible in the field disbursing activities of the Departments of 
he Army and Air Force. 

Senator Tarr. Mr. Staats, one more question: Is it not somewhat 
more difficult for the Budget Bureau to exercise budget control over 
the military expenditures than other civilian departments? Do you 
not get into a field where you just cannot say ‘‘No”’ to a military 
man when he says thus and so? 

Mr. Staats. On the question involving strength, which relate: 
questions of strategy and mission and questions as to whether or 
you ought to move from one type of fo nent to a more expens 
tvpe of equipment, where the technical judgment of the Denartment 
of Defense has been given to it, I would say that it is very difficult for 
the budget to question those kinds of decisions 

Once the strength is determined by the President anc 
gress, that in itself determines very largely the scope 
this military operation. 

But, on the other hand, I want to say this, that 
working with the Office of the eee of Defer 
tinuous basis—we have our staff and their staff 
intimate terms—has been able to accomplisy some vé 

saresult of the review they have given the budget wl 
the Congress at the present time. 

Senator Tarr. I have, for instance, talked with some 
who say that out of a million and a half men, they tl an 
30 divisions instead of 24 that are called for in this present set-up. 
In other words, ma ‘y think they can get more men into fighting divi- 
sions, compared to the number of people in uniform ‘hat kind of 
question is pretty a beyond the budget, or does the budget go into 
that? 

Mr. Staats. We get into that kind of quest 
or not the plans that have been developed are con 
other, particularly on the procurement side. 

We have been able—I think it is fair to say 

Senator Tarr. Do you have any control over thi 
that last for 5 years when all they need is some thin ig to | 

Mr. Staats. We have been able to do quite a bit in 

Senator Tarr. We hear stories—I do not know whet! 
true or untrue, but you hear alia constantly of 
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ordered from the First World War which are still around because they 
ordered in such tremendous quantities. 

Mr. Sraats. The matter of the control of military schedules when 
you have so many procurement officers is a very difficult one. The 
Deputy Secretary has been giving some attention to that, and so has 
the Munitions Board. The latter, I think, has within the last fey 
months developed a much more active program, designed to avoid 
just the problem you are talking about. It is very easy, particular], 
on the soft-goods items, which are available, to procure ahead more 
rapidly than on some of the hard goods items—the long-lead-tim: 
items which do involve components and parts that are extreme] 
difficult to obtain. There must be somebody who is supervising tly 
situation to be sure that the procurement is on a uniform basis, and 
that you are concentrating procurement to the maximum extent in 
one service. 

Senator Minurkin. Mr. Chairman, I would like to focus some o! 
this down to one specific thing. 1 would like to bring it down to the 
working level of these employees that Senator Byrd talks about, and 
I would like to bring it into relation with the activity of the Bureau o! 
the Budget. 

You, for example, have Budget representatives checking constant] 
let us say, in the Pentagon to see whether the number of employees 
required by the workload. Do you make that kind of a day-by-da 
constant check on the personnel, let us say, for example, in tli 
Pentagon? 

Mr. Sraats. Senator, I want to be very frank with you. Th 
amount that we can do by way of looking at individual operations \n 
the Department of Defense is very limited. We have a very small 
staff. The responsibility for the kind of review you are apeaking 
about has to rest with the top administrative officers in the Depart- 
ment of Defense. 

Senator Miuurkin. All right. Now, I think that is a very candid 
answer. 

Mr. Staats. We want to be sure that they have a system which 
will achieve that, and that is about as far as we can go, unless we 
happen to notice particular cases. 

Senator MiLuikin. You are concerning yourself with svstem and 
the mechanics of the thing, in the main, “and you are at the present 
time, let us say, because you do not have sufficient staff—let us assume 
that—relying upon the defense agencies themselves and not to over- 
supply the personnel side of the business; is that correct? 

Mr. Sraats. That is right. We would look at the recruitment 
figures in terms of the level of the build-up. But generally ow 
review is in terms of the totals. When it becomes a question of a 
specific office or a specific division, we do not have the staff to get 
into it on that kind of a basis. 

Senator Miuurkin. Is that true as to the Government, as to all of 
the agencies of the Government, military and nonmilitary? 

Mr. Sraars. Relatively. It is much more difficult in an operation 
such as the Department of Defense, because it is so widespread and 
involves so many different kinds of operations than it is for a very 
small agency where you can measure the workload very clearly in 
relation to the job. 
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Senator MILurKIN. I think that is quite obvious, but I am trying 
to find out now, if 1 have understood your testimony—you do not 
have a constant system of inspection in the Pentagon, just to give 
focus term to my question? You do not have a constant system of 
inspection or service or whatever you want to call it, to see that the 
personnel do not exceed the workload; is that correct? 

Mr. Sraats. That is right. 

Senator Mriuikin. Do you have any kind of an organization of the 
type that I am suggesting, along the line, in the Government 
activities? 

Mr. Staats. The Department of Defense itself has facilities. 

Senator Minuikin. I understand that. I am talking now solely 
about the Bureau of the Budget. 

Mr. Sraats. The Budget Bureau does not have the staff. 

Senator Miturkin. To do that work either in the Pentagon or gen- 
erally throughout the Government? 

Mr. Sraats. That is right. 

Senator MILLIKIN. So that in the last analysis we have to rely on 
the agencies themselves to keep their staffs pruned to their workload 
necessities; is that correct? 

Mr. Sraars. I want to make this qualification to that: The budget 
review which we make annually does involve a very careful analysis 
in each of these agencies with respect to the needs for personnel, not 
only for increases in personnel but for the need for personnel already 
on the job. 

Senator Miiuirkin. Let me make it more specific. 

Mr. Sraats. That kind of a review, however, is made very largely 
through hearings which the Bureau holds or through a number of 
inspections we make in the agencies. 

Senator Miiuikin. You, | think, perhaps are in the same position 
as the Appropriations Committees of Congress; you have to be 
content with spot checks; is that correct? 

Mr. Sraars. That is right. 

Senator MILLIKIN. That is correct. 

So that in the main, you have to take the assurances of the heads 
of these departments in the military and otherwise, in the main, just 
as the Appropriations Committees of the Congress have to take those 
assurances; is that correct? 

Mr. Sraats. That is very largely true; and the 

Senator Minturkin. That is true. All right. 

Now, then, does that not lead to the suggestion that if we are ever 
to get at this personnel problem that Senator Byrd is so interested in, 
and everyone else is interested in, and see that we do not have exces- 
sive personnel to carry the required—I am not talking about func- 
tioning now—IJ am assuming for my present purposes that the 
function is all right; I am merely talking about the number of people 
required to carry out the function. 

Will we not have to develop some kind of an agency on behalf of 
Congress, whether working for the Appropriations Committees or 
whether working for what we once set up as sort of a joint budget 
arrangement, which has been abandoned and forgotten—would we 
not have to work up some kind of an agency on behalf of the Congress 
that is in a position to maintain surveillance and inspection over those 
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agencies of the Government so that we can see whether the personn 
are insufficient to carry the workload, is right or is too much? 

Mr. Sraats. I would submit that as far as being able to do a 
detailed inspection job on each individual operation of an agency, | 
would be impossible for any central agency, be it the Budget Bureau 
or any other office, to provide detailed scrutiny on day-to-day 
operations. 

I think basically we must recognize that the over-all fiscal contro] 
including the over-all estimate of personnel requirements is something 
that the Budget Bureau and the President can determine and control. 
The committees of Congress can do the same. But in the final 
analysis you have to rely on the agency head and the supe visor | 
judge whe ther or not a given unit has too many people in it to do th 
job that it has to do. 

Senator Miuirkin. I suggest that is where you have to go 

Mr. Sraars. That is what you have to rely upon. 

Senator MILLIKIN (continuing). But you cannot take his word | 
it; you have got to have some kind of ‘an organization that will get 
down to the grass roots problem, and we have not got it; you hav: 
not got a the Congress has not got it, and something of that kind 
has got to be prov ided, I respectfully suggest, if we are going to get 
rid of the fat in personnel. 

Mr. Sraats. Well, the question of how many people it takes to do 
a given job is a matter of judgment. 

Senator Minuikry. I admit it will take a lot of people, but it will 
save a lot of money, I suggest, also. 

Now, there is no question but that the techniques of determinin; 
whether the help is excessive for a given workload are well estab- 
lished in private industry; there is no difficulty about it at all. 

There are experts in those lines who can walk into any depai 
ment of a private industry and say, ‘“‘Here is your corre spondens 
workload,” let us sav, “and you have got umpty-ump stenographers 
you have got umpty-ump file clerks; you have got umpty-ump 
supervisors. It is either insufficient, it is all right, or it is excessiv 

Those techniques are well known, and vet we do not practice thi 
right down at the level where you are going to achieve economies 
you ever are, so far as excessive personnel is concerned, that Senat 
Byrd has talked about. 

Mr. Sraats. I want to clear one point here with respect to ope: 
tions which are common to all agencies—personnel work, vouch 
and payroll activities, activities of that nature—we do have t! 
kind of analysis vou refer to. We have set definite standards for thes 
common services. ‘They are now being applied. 

Senator Mruurkin. Yes. 

Mr. Staats. We have worked these standards out and they a: 
applied through the budget process. 

Senator Miuirkin. Is that applied in the Pentagon? 

Mr. Sraats. Oh, yes. The difficulty comes 

Senator Mitiikrn. Are you prepared to say that out of you 
agency’s own inspections in the departments of this Government, ar 
you prepared to say that we could not have excess personnel for tly 
workload? 

Mr. Staats. No. What I am referring to is on standardized op- 
erations, the common paper-work operation, where you can reach 
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some agreement as to the number of people that it takes to do a 
given job on a systematized basis. ‘The standards result from care- 
ful study. That has been applied across the board in all the Goy- 
ernment agencies. We have ratios of the number of people per- 
mitted for a given volume of workload. 

The difficulty comes, and the difference of opinion comes, on the 
operations that are not standardized. 

Senator Miuuikin. Yes. There are we floating in the dark. 

Mr. Sraats. There it becomes in so many cases, a matter of judg- 
ment as to how many people a supervisor has to have to do the job 
that he has before him. 

Senator Mitirkin. Would you say that the Congress —_ not 
set up some sort of a mechanism of its own to maintain an independent 
check of the type that | am referring to? 

Mr. Sraats. No, | did not mean to imply that. All J say i 

Senator Miuirkin. You did not imply that. I am asking you 
whether the Budget would oppose anything of that kind 

Mr. Sraats. All I am saying is that any agency of that kind would 
be subject to the same difficulties that he. Bi idget Bureau has had 
on the nonstandardized type of operation. 

Senator Miniuirkin. There might be difficulties. 

Mr. Sraars. It is extremely difficult, for example, to appraise the 
needs of a general counsel’s office, say, or any operation that 
subject to close workload analvsis. 

Senator MILLIKIN. Let us assume there are difficulti 
also difficulties for taxpayers to eet these bills w 
them, and I think we have got to get busy and adop! 
that will give the Congress a greater supervision 0 
expenditures of our money. 

We can sit around and make mechanical changes in organization 
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save 5 cents, and I think it is dubious whether you ba 
efficiency. You cannot put good men in charge of an organization, 
for example, by drawing a symmetrical chart. You know that, and 
everybody else knows that. 

Mr. Sraars. Certainly. 

Senator Minturn. And it is like merging crippled companies in 
private life in the hope of making a strong company. When you do 
that you usually wind up having one company which ippled 
instead of one strong company, because the whole company will be 
no stronger than the parts, and I think we have an overdevotion to 
the notion that we can sit around the table and say: ‘‘Oh, this organ- 
ization chart lacks symmetry. Now, let us get this in better shape; 
let us make a better combination here and work out efficiencies of 
that kind.” 

Mr. Sraats. J] assure you, Senator 

Senator Mintuikixn. When you do that you run into the very com- 
plexities that Senator W illiams is talking about. You cannot demon- 
strate your savings. But, as a businessman, vou can look through 
any department of your business and you can say, ‘““Am | employing 
too many people or too few, or is this about right,” and until we get 
this Government down where we can figure it that way, we are not 
voing to make any savings, I respectfully suggest. 


LLCreaset 
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Mr. Sraats. I want to assure you that in the matter of organizatio: 
of agencies we do not approach it from the organization chart basis 
either. We realize as fully as you have indicated the difficulties o| 
approaching it on that basis. 

Senator Mriuixin. I have known businesses, and every man i 
this room has known businesses, that operated under organizatio: 
plans that would shock any efficiency expert, that have been highly 
successful; and we have all known of the sheriff’s red flag to go 01 
businesses that were following a beautiful chart, but were being ru 
by nincompoops, who were overhiring people or underhiring people. 
and not knowing how to run their business. I am not sneering at an 
attem™t to get an efficient organization. My point is that we ove: 
weight that, and think miracles are going to happen if we say, “Let 1 
have one agency instead of two.” That may lead into some minor 
economies if you have good men in charge of the new consolidation 
You may get more efficie ney. But when it comes down to this tre- 
mendous workload that Senator Byrd is talking about, we will never 
get rid of it unless we weigh it and analyze it at the grass roots, to 
wit, in these agencies and de ‘partments themselves rather than at the 
higher levels, ‘which concern themselves, as you have pointed out, 
primarily with plans and mechanics, and things that do not get down 
to the measurement of the workload. 

Excuse all of this. Please excuse all this testimony on my part. 

Senator Byrp. Mr. Staats, the last figure that we have on personne! 
was 2,242,076, and for the past year there have been increases at the 
rate of more than a thousand a day. I understand that that increase 
would continue for some time to come until they reach, say, 2,800,006 
or 2,900,000. 

Mr. Sraais. ! believe the employment contemplated for 1952 was 
around 2,700,000, as the average. 

Senator Byrp. 2,700,000; but it may increase after this next fiscal 
year, may it not? In other words, vou propose to add 300,000 mor 
than the number as compared to May 

Mr. Sraats. That would be the average employment in fiscal yea 
1952. 

Senator Byrp. That is only in the fiscal year 

Mr. Staats. I do not have information as to the projection 0: 
personnel into fiscal 1953. 

Senator Byrp. But you will add 300,000 more. 

Mr. Staats. On an average; yes. 

Senator Byrp. This is the figure for May 1. You have May anc 
June; that will add about 60,000 more. That will run it to 2,500,000 
and then if you put 300,000 on top of that, it will be about 2,800,000 
at the end of the next fiscal year. That is about right, is it not? Is 
that not the highest civilian payroll we ever had except at the war 
peak? 

Mr. Sraats. We had more persons in World War II. 

Senator Byrp. You had more employees. I am speaking of 
payroll. I mean increases in wages. The payroll is as high now as !1 
has been in the peak of World War II. 

Mr. Sraats. I do not have the figures here on that. 

Senator Byrp. Well, of those employees, vou spoke of industria! 
employees, and only 30 percent of them are industrial workers, and 
70 percent of them or 1,685,000 are white-collar workers. 
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Now, you propose to add 300,000 more to that. I am just wonder- 
ing where this thing is going to end, because the payroll in March was 
running at an annual rate of $8,300, 000,000, for civilians alone. 

Now, I particularly want to ask you about this. It is a matter I 
have been very much interested in. 

*We have gotten a report, the committee of which I am chairman, on 
nonessential spending, that you have in the Defense De -partment 
3,022 civilians and uniformed persons in advertising, publicity, and 
public relations jobs, and the payroll cost is $10,109,000, and for the 
next fiscal year that number will be increased to 3,800 publicity people 
for an annual payroll of $13 million. 

What do they do? What is the work of 3,825 people who get 
$13,406,000 for publicity? That is the report that I have got from the 
Department. They are for the purpose of advertising, publicity, and 
public relations jobs. 

Mr. Sraats. Are these just figures on information personnel that 
you are talking about? 

Senator Byrp. Yes; it is advertising. We sent a questionnaire out 
which included advertising, publicity, and public relations jobs, and 
we got an answer showing that this year salaries, pay, and allowances 
are costing $10 million, and there were 3,022 employees. In the 
coming year it will be $13 million and 3,800 people. What does the 
Army “and Navy, and so forth, have to publicize requiring 3,000 to 
4,000 people? 

Mr. Sraats. I believe that those figures include the work that they 
do for the recruitment of personnel into the services, Senator. | 
would be glad to go into that matter. 

Senator Byrp. I wish you would give me a breakdown further on it, 
but [ am quite sure those figures do include the recruitment activities 
of the three services. 

It says advertising, publicity, and public relations. That is the 
classification there. There may be something of recruiting in that. 

Mr. Staats. I am quite sure that it is. 

Senator Byrp. But there are a lot of people in the Pentagon Build- 
ing who are engaged in publicity, is that not correct, both in uniform 
and out of uniform? 

Mr. Sraats. They do have a sizable information staff for the three 
services. 

(The information referred to follows:) 


PusLic-RELATIONS ACTIVITIES IN THE DEPARTMENT OF DEFENS 

The Department of Defense, in preparing these figures, followe: 
of “public-relations activities’’ set forth in Bureau of the Budget 
Included in the public-relations category are preparation of rele: 
for newspapers and periodicals, broadcasting, advertisements ‘ept 
nection with the acquisition of property and the recruitment of personnel) 
exhibitions, preparation of films and publications not required by law, etc. 

Senator Byrp. The total Military Establishment in May of civilian 
employment, May 1951, was 1,207,619. We have one civilian for 
every three in uniform. Is that an unreasonable proportion to have, 
almost one civilian for every three in uniform? 

Mr. Sraatrs. Of course, when you get into the question of the ratio 
of civilians to men in uniform, that depends a good deal on the size 
of the uniformed personnel. I think it ought also to be pointed out 
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that the cost of a civilian in the Department of Defense, on the average. 
is less than the cost of an individual in uniform, so that one of th: 
problems that we have is that in reducing civilian personnel too fa: 
there is a tendency to use men and women in uniform to do job: 
which are really civilian jobs. 

Senator Byrp. But haven’t you got too many in all? The civilian 
pay is $3,660 average. You have got 1,200,000 in civilian service 
and a year ago you had 754,000. You have increased in 1 year b) 
453,000. You have got one in three now; with the enlarged Arm) 
you have one civilian for every three in uniform, and some of th 
uniformed people are doing clerical work, too, as you know; is tha 
right? 

Mr. Sraats. That is right. 

Senator Byrp. Many of them. 

Mr. Sraats. I think it has to be borne in mind that the Depart 
ment of Defense is expanding at a very rapid rate. They are expan 
ing at a rate which is about equal to the expansion that took place it 
World War II. 

Senator Byrp. I know that, but before the expansion occurred you 
had one civilian to every three in uniform, and a great many of thos: 
in uniform are doing what we call paper work. I[ have not been abk 
to. get the number of them, but you know there are a considerab|: 
number in uniform doing the so-called clerical work. 

| think we ought to have Mrs. Anna Rosenberg here. She is in 
charge of manpower in the Military Establishment. I think th 
greatest waste in manpower in all the Government is in the use o! 
civilian personnel by the military. I think Mrs. Rosenberg should b 
requested to come before the committee and tell us what she is doing’ 
I think this is a very important matter. 

The Cuairman. Mrs. Rosenberg is scheduled to appear next Tues 
day. 

Senator Byrp. In fiscal 1950 we appropriated, authorized, and 
otherwise made available obligational authority totaling $50 bilho: 
and $40 billion of that was spent. In fiscal 1951 we made authoriz 
tions, appropriated $87 billion, and $45 billion of it was spent. 

[n fiscal 1952 it is requested that we appropriate $94 billion and & 
billion in expenditures, so vou have got som .ewhere in all of this leg 
lation $78 billion unspent. 

Senator Tarr. That is what he says in his statement, $75 billion 
Senator Byrn. $75 billion. Why is it they continue to bring 
supplemental bills asking for further appropriations and further o}! 

gations, contractual oblig ations? 

Mr. Sraats. This $75 billion represents contracts for delivery o 
goods which will take shaw e in the subsequent fiscal year, so it is mone) 
already obligated and committed which has not been spent because thu 
goods have not been submitted. 

Senator Byrp. And that has been put on an expenditure basis 
the figures you gave? 

Mr. Sraats. That is right. 

Senator Byrp. But aren’t we piling up still further authorizations 
and isn’t this true, too, that the Navy De partment has not canceled 
some of the authorizations made for the last war? 

Mr. Sraats. I am not familiar with that. 
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Senator Byrp. In other words, they have got a lot of authoriza- 
tions, made prior to these 3 years that 1 mentioned, that have not been 
canceled. Does the budget look into that from time to time 
whether we have got a backlog of unused authorizations? 

Mr. Sraars. Are you speaking of authorized projec ts, public works? 

Senator Byrp. Authorizations for projects that were in the last 
war. As you know, we practically gave them a blanket authorization. 

Mr. Sraats. I think I might clarify this statement here. The 
authorizations you are referring to here are, by and large, appropria- 
tion authorizations in the sense of authorizations to obligate funds, and 
it would not embrace 

Senator Byrpb. Would it not be a good idea to yet up legislation LO 
cancel all these authorizations that are not up to date? 1 think you 
would find, if you looked into it, that a good many billions are still 
on the books. I think they have been canceled, except in the Navy 
| would be glad to receive any information you have 

Mr. Sraats. I will be glad to check into it. 

(The information referred to appears at p. 182. 

Senator Byrp. That should be done, should it not? It ought to be 
done more or less on a current basis. 

Mr. Sraars. We have attempted wherever we can to place the 
financing of all of these programs on the basis of annual operations, 
so that it is clear to the agencies, to the Congress, and to the public 
what is involved. | am talking about authorizations in the sense of 
authorizations by the Congress to an agency or to obligate funds for a 
given purpose. 

Senator Byrp. What do you mean BS an obligational authority? 
Is that not an authority under which they are going to make a con- 
tract? 

Mr. Sraats. That is right. It is usually an appropriation. 

Senator Byrp. Even though the appropriation has not been made? 

Mr. Sraats. No. 

Senator Byrp. They could make a contract, for instance, for a 
naval vessel that takes 3 to 4 vears to build. 

Mr. Sraats. There are a few of those old authorizations left, but 
they are being placed on the basis of appropriations as fast as we can. 

Senator Byrp. When you start to build a battleship vou do not 
appropriate that whole sum in 1 year when it takes 4 years to build it, 
do you? 

Mr. Sraatrs. Our present practice worked out with the Appropria- 
tions Committees of the Congress calls for appropriating the whole 
sum in 1 year. Some years ago we noe | recommend appropriations 
only for the amount necessary to spend 

Senator Byrp. Within that fiscal vear. 

Mr. Staars. Within that fiscal vear. 

Senator Byrp. The point [ am making is that an obligational 
authority permits these people to obligate the Government, and you 
have to appropriate; is that not right? 

Mr. Sraars. The appropriation, in most instances, constitutes the 
obligational authority to go ahead with that work. 

Senator Byrrp. I do not get it clearly vet. Let us take a battleship. 
It takes about 4 years to build a battleship, costing $200 million, or 
whatever it may be, and there is only appropriated $50 million a year. 
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You only appropriate $50 million a year, the expenditure for that 
fiscal year, but you give obligational authority to contract for that 
battleship. 

Mr. Staats. At the present time we would request an appropriation 
for the entire $200 million. For contract authority enacted in earlier 
years, however, that is true; you have the obligational authority to 
go ahead and work on the battleship, and appropriate each year the 
amount required for that year’s expenditure. 

Senator Byrp. You mean you make a contract with a private ship- 
yard; you have got to make a contract of some kind. 

Mr. Sraats. That is right. 

Senator Byrp. And the obligational authority then binds the Gov- 
ernment to make the appropriation whether they want to do it or 
not, unless they want to cancel it. 

Mr. Sraats. But the amount of appropriation for a given fiscal 
year would be the amount that is required for liquidating the obliga- 
tion of that part of the battleship that is going to have to be- 

Senator Byrp. Just for that fiscal year. 

Mr. Sraats. That is right. 

Senator Byrp. But the Nav y Department can contract for the 
entire battleship and we are, therefore, obligated to pay it, or pay 
damages, if we decide to canc el it, is that not true? 

Mr. Sraats. I believe that is true. 

Senator Byrp. I mean you cannot get a shipyard to build a battle- 
ship just on a one-fourth contract. 

Mr. Sraats. Yes, contracts are entered into with the shipyard 
covering the total estimated cost of the ships. 

Senator Byrp. And the point I am getting at—— 

Mr. Sraarts. It represents a commitment on the part of the Govern- 
ment to go ahead; that is absolutely right. 

Senator Byrp. The point that I am getting at is that the obli- 
gational authority is entirely different from an ordinary authorization ; 
is that not right? In other words, the obligational authority, as | 
understand it, is authority to authorize a given agency of the Govern- 
ment to enter into a contract for the construction of something that 
goes beyond that fiscal year, beyond the appropriation that is made 

Mr. Sraarts. I think the possible confusion here comes about in 
terms of what we mean by “‘obligational authority” as we use it in the 
budget, ‘‘obligated authority” represents both appropriations and con- 
tract authorization. 

Senator Byrp. But appropriations are made for only that fiscal 
year. 

Mr. Sraats. That is right. 

Senator Byrp Therefore, you can obligate the Government, in the 
case of a battleship in the sum of $200 million, although only $50 
million will be spent in the fiscal year. 

Mr. Sraats. That is right. 

Senator Byrp. And, after you once obligate it, it is not like another 
authorization; you have got to carry it through. 

Mr. Sraats. That is right; once you start a battleship or airplane. 

Senator Byrp. There is a distinction here, there is a reason I am 
pressing this, because I think there is a very important question in- 
volved, that obligational authority is different from ordinary authori- 
zation, which is not effective until you appropriate for the entire 
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amount; while obligational authority is authority under which they 
can obligate and put the burden upon the Government for a period of 
time far beyond the appropriation that is made for it. 

Mr. Sraats. But the net burden that is involved in the 3 years that 
I have referred to here in the statements involved $75 billion. 

Senator Byrp. | understand that. I am getting at this thing of 
authorizations and obligational authority. 

Mr. Sraars. Authorizations as used here are authorizations to gO 
ahead and commit the Government. 

Senator Byrp. There are two different kinds of authorizations. 
You have got to have a legislative authorization to undertake a new 
function. 

Mr. Sraats. That is right. 

Senator Byrp. And that is not effective until you appropriate money 
for it. 

Mr. Sraats. That is right. 

Senator Byrrp. But if you have obligational authority then you 
can make a contract in the name of the Government which must 
be met—— 

Mr. Sraats. That is right. 

Senator Brrp (continuing). Beyond the fiscal year that you 
appropriate for. 

Mr. Staats. For example, in the military public works bill, which 
is now before the Congress, the authorization which is before the 
legislative committee is in excess of the appropriation estimate which 
is being submitted on that. 

Senator Byrp. The point I am getting on that—I do not make 
myself clear to you yet—the point ‘T am “getting at is the authority 
of Congress over these different classes of authorizations. In the 
ordinary authorizations we can refuse or appropriate, and that ends it. 

Mr. Sraats. That is right. 

Senator Byrp. But under obligational authority, if the agency of 
Government enters into a contract, then we have got to fulfill that 
contract regardless of whether the money is appropriated or not. 

Mr. Sraats. Yes. 

Senator Byrp. And then you appropriate on a current year’s basis 
only; you do not appropriate for the full amount——— 

Mr. Sraats. That is right. 

Senator Byrp (continuing). Of the obligation. 

Mr. Sraats. That is right. 

Senator Byrp. I think there is something there that should be 
studied in the future because there are a great deal of obligational 
authority. 

Mr. Staats. It takes many months to get delivery on a mine 
sweeper; it takes as much as 36 months. Several years ago we might 
have requested contract authority and then you would not appro- 
priate at one time for the full 3 years. 

Senator Byrp. What I am saying is we can authorize this, but we 
can use our judgment later as to whether we are going to appropriate 
for it. But with obligational authority that is not the case. 

So I would like to know if you could give us some report as to these 
particular obligational authorities, w hen they are used, and for what 
purposes and to what extent we have them now. 

Mr. Staats. We will be glad to supply you a statement on that. 
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Senator Byrp. Very well. 

(The information referred to appears at p. 182.) 

Mr. Staats. I wanted to make it clear that the $75 billion here 
does represent funds which will have been appropriated, together 
with other authority by Congress. 

Senator Byrp. I understand that. But we have obligational 
authority far beyond the $75 billion. 

Senator Kerr. I think he has told us that the $75 billion would 
include both the appropriated money and the amounts with reference 
to which binding obligations to take and pay had been made. 

Senator Byrp. No; only for that current year. 

Senator Kerr. No; the authorization 

Senator Tarr. But you have not included some that might be 
carried over from the last year that somebody might pick up. Thos: 
are not included in your figures. 

Mr. Staats. Those are not included. 

Senator Tarr. The Senator suggests there may be some of thos 

Senator Byrp. Let us understand each other. If you make a con- 
tract for a battleship for $200 million, in which you pay $50 million 
for 1 year, do you put $200 million in the budget? 

Mr. Sraars. On those, Senator, we put in the appropriations to 
liquidate the 

Senator Byrp. Just for the current vear. 

Mr. Sraats. Estimated expenditures are included just for that 
current year. 

Senator Byrp. And the Government still owes $150 million, which 
do not appear in the expe nditure budget, until later years, 

Mr. Sraats. The work is completed, and then 

Senator Byrp. In the next 4 years. I do not think Senator Ker 
understood that. 

Senator Kerr. Yes; I think I do, and I know that it is perfect!) 
easy for us to get the information here that we could agree on becaus« 
I had asked him the same questions, Senator Byrd, before you arrived 
here, but if I have understood his testimony, he has told us that ther 
would be certain expenditures within the next three fiscal years tha 
in aan to that, with reference to pari of it or all of it, there would 
be financial obligations in certain amounts, and the figures he has 
given us, as I have understood him, comprehend both amounts, that 
is, those for which they expect appropriations, and those for which 
they expect the authority to make binding obligations that will late: 
ripen into appropriations. 

Senator Byrp. They are not separated in the budget; that is the 
point [ am getting at. The obligationa! authority is not separated 
from the authorizations. 

Senator Miuurkin. Mr. Chairman, in view of all this discussion, | 
would like to pin point an answer to this quesiion: [s your estimate 
of $75 or $70 or $80 billion 

Senator Kerr. Let us set that at $75 billion, and identify it so that 
we will understand what you are asking. 

Senator Mruirkin. I was just about to identify it—as to vour esti- 
mated expenditures for fiscal 1953, whether it be $70, $75, $80 billion 
whatever the figure might be 

Mr. Staats. No, sir; the $75 billion 

Senator Miuiikin. Wait a minute. 
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Mr. Sraats. I am sorry. 

Senator MiuuiKkin. I have not asked my question yet. 

Mr. Sraats. I am sorry. 

Senator MiLuikin. Does that estimated figure of expenditure include 
all of the money that you actually expect to expend in that fiscal 
vear? 

Mr. Sraats. Some of it. 

Senator MiLuikin. Or is there hovering over that a lot of obliga- 
tional stuff that might come in in addition? 

Mr. Sraatrs. The $75 billion represents money which has been 
appropriated or authorized during these three fiscal years, which will 
remain unexpended at the end of fiscal year 1952, and which 
be 


W ill 


Senator Miiurkin. [ think [ am changing the subject on vou 

Mr. Sraats (continuing). Which will be expended in 1952, 1953, 
and 1954. 

Senator Minuikin. Take it on a new basis. I think I am changing 
the subject on you. You have made certain estimates of expenditure 
for fiscal 1952. Actually more than that will be spent during fiscal 
1952 

Mr. Sraats. That is right. 

Senator Mriuikin. What do you say it is for 1952? 

Mr. Sraats. $68.4 billion. 

Senator Mitirkin. What do vou estimate it will be for 1953? 

Mr. Sraats. We had estimated for 1953 somewhere between 
$80 or $90 billion. 

Senator Minirkin. Is that all the money vou estimate that will be 
spent in those two fiscal years that will be spent out of the Treasury? 

Mr. Sraats. That is right. 

Senator Mruirkin. That figure is not subject—t ‘ figures are not 
subject—to further lifts due to the operation of obligational authority 
or anything else? That figure includes your estimate of maturing 
obligational authorities, is that correct? 

Mr. Sraatrs. That is absolutely right. 

Senator BYRD. On a current vear’s basis, but it does not include the 
total amount that the Government is obligated to 

Senator Kmrr. That is covered on page 4, Senator. 

Senator Tarr. He has estimated though in the following fiscal vear. 

Senator Byrp. | am discussing this from the standpoint of the 
control of Congress over these matters. In other words, if we make 
these authorizations, then it is beyond our power to do anything 
about it. That is right, is it not? 

Mr. Sraats. It represents expenditures which have been authorized 
in prior fiscal years. 

Senator Byrp. That is right, but what I mean is that the appro- 
priation bill includes money for obligations that Congress can do 
nothing about. I mean it is for commitments already made. 

Mr. Staats. Without some control at the time the appropriation 
is made, that is true. The expenditures are made at the time the 
bills come due and the goods are delivered. 

Senator Byrp. I have often thought of this obligational authority 
as I call it—when we considered the question of Congress reducing 
these expenditures. 
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Mr. Staats. The appropriations and other obligational authority 
is a very important factor in terms of the control of expenditures in 
subsequent years, that is true. 

Senator Byrp. So far as the Congress is concerned. 

Mr. Sraats. You are absolutely right. 

Senator Byrp. So far as we are concerned, if we grant obligational 
authority, it is beyond the power of Congress to change it, although 
that money may not be spent for years afterward, and the annual 
budget includes only such part of a particular obligation, as will be 
spent in one year. 

Mr. Staats. That is right. 

Senator Byrp. We still have the obligation, that has got to be met. 

Now, if Congress wants to revise the appropriation bill or reduce 
it, they cannot ‘do it in these particular items. 

The point I am getting at is if we could get a clear picture as to 
how many authorizations have been made, how much obligational 
authority Congress has made, then we can consider it, as compared 
to the expenditure budget for each fiscal year. Now, the figures 
you are talking about are on an expenditure basis, is that not correct? 

Mr. Sraats. That is right. 

Senator Byrp. In that fiscal year. 

Mr. Sraars. The point you are bringing up is well illustrated in the 
fact that in fiscal year 1952 there would be $34 billion of that expendi- 
ture total which will represent the liquidation or payment of bills 
which have been authorized by appropriations or other authorizations 
by Congress in prior years. 

Senator Byrp. Prior years; yes. 

Mr. Sraatrs. In other words, the Congress for this year is faced with 
the fact that there are going to be $34 billion of bills coming due this 
year out of authorizations in prior years. 

Senator Byrp. Which is nontouchable, so to speak. The same thing 
applies to what this Congress does for the next fiscal year and the 
following fiscal year. 

Mr. Sraats. That is right; and that is basically the point that | 
was trying to bring out, Senator, in addition to these figures that | 
have used here on page 4. The Congress will have authorized and 
appropriated a total of $225 billion in those 3 years. 

Senator Byrp. But there is a difference between the two about 
which I have not been able to make myself clear. 

Senator Tarr. He means appropriated and authorized, both. 

Senator Byrp. No. An ordinary authorization is subject to future 
action by an appropriation. Congress can decline to appropriate for 
an ordinary authorization. But it cannot decline to appropriate for 
what I call obligational authority. 

Mr. Sraats. Authorizations are of two kinds: One is the kind which 
the legislative committees have made, which authorizes, say, a military 
public works project or projects, but about which nothing can be done 
with respect to spending any Government money until the Appropria- 
tions Committees has acted upon it, and the Congress has approved it 

There is a second kind of authorization which, as I indicated, we 
have been trying to get away from, which is an authorization to con- 
tract which has been included in appropriation bills. 

Senator Byrp. That is known as an obligational—— 
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Mr. Sraats. Which does enable the contracting officer to go ahead 
and obligate the Government. 

Senator Byrp. That is an obligational authority. 

Mr. Sraats. That is right. 

Senator Byrp. That is, there are two kinds. 

Senator Tarr. Does anybody call it a contractual authority? 

Mr. Sraars. But obligational authority embraces both the ap- 
propriations as well as the contract authorities which have been written 
into appropriations; they are both the same. 

Senator Tarr. I think if you wrote “obligational” it is a confusing 
word. 

Mr. Staats. That is right; we are trying to get away from it. 

Senator Tarr. Itis an appropriation which is an obligational author- 
ity, which may or may not be spent that year; as a matter of fact, 
it has to be obligated that year. 

Mr. Sraats. That is right. 

Senator Tarr. It seems to me you had better refer to these things 
that Senator Byrd is talking about as contractual authorities. 

Mr. Staats. That is right. 

Senator Byrp. I am using the term ‘obligational authority” 
because that is the term that has been used in the budget. Maybe 
“contractual”? would be better. 

Senator Miiuikin. Can we take a case here of a $200 million 
battleship which is authorized, and that sets up some implications of 
obligational authority, some implications of obligations to complete 
it. But during a given fiscal year you spend, say, $50 million on it, 
ane if the program goes through you will spend $50 million the next 
year, and $50 million the third, and $50 million the fourth. That 
"aloha in these over-all expenditure estimates that you are giving to 
us. All right. 

Now, you do not set up the $150 million that is not spent during 
this fiscal year as an indebtedness of the Government for the reason 
that the Appropriations Committee might not appropriate for the 
$150 million that remains to be spent in succeeding fiscal years, is 
that not correct? 

Senator Byrn. They have to do it. 

Senator Miiurkin. As they did in the case of the aircraft carrier 
that was started but was never finished. ‘The Congress retains the 
right to end these unmatured obligations resulting from long-term 
programs. 

Mr. Sraats. That is true. 

Senator MiLuikin. Therefore, you could not set it up as a debt of the 
Government, except as possibly a contingent debt 

Senator Byrp. They would have to pay big penalties. I am 
not talking about setting it up as a debt of the Government; I am 
talking about the power of Congress to control these authorizations 
which once made take away from the Congress the right to re frain 
from future appropriations unless you want to pay liquidated damages? 

Now, they stopped the pioerely carrier at Newport News. They 
contracted for $180 million for it, and paid, I think, $20 million 
damages, and 2 years later oa contracted for another airplane 
carrier at the same yard for $220 million, and it was a smaller one 
than the other one, and they lost about $40 million. 
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Of course, they can stop a contract by paying the damages for it, 
but that is a very costly thing. But for all practical purposes, after 
an obligation is made is a contract, it is a legal contract, and can be 
enforced on the Government, If you cancel it you have got to pay the 
damages. 

What I am really getting at is to ask the Budget Bureau to give 
to the committee a statement of such authority, that is out of date; 
in other words, that which is on the books, and can be used, but ought 
to be reviewed by Congress again before anv action is taken. Is it 
not true that quite a number of agencies have unspent or unused 
authorizations, dating back over the years? 

Mr. Sraats. Contract authorizations which have been made. 

Senator Byrp. I mean authorization, contract authorizations, or 
otherwise. 

Mr. Sraats. I do not have information on that with me. There 
may well be cases where contract authorizations have been made avail- 
able in the past which have not vet been obligated. We would be 
glad to look into that and supply the information to you. 

Senator Byrp. I think Congress ought to cancel it so that we will 
have a chance to approve or disapprove the authorization, instead of 
having the agency go ahead and use it, and then the Congress be 
oblizated to make the payment. 

Mr. Sraats. In other words, the Congress can exercise its judgment 
at the present time in the light of the current situation. I get your 
point. 

Senator Byrp. Congress must look at these matters from an ap- 
propriation standpoint. As a matter of fact, we are tying our hands 
in advance by these authorizations and contractual authorizations. 

Senator Tarr. Is it not true of a highway program, the State- 
aid programs, and is it not true of a very large part of the budget 
today that we cannot this vear save navthibine because the obligation 
is there, and if we want to start saving on those things we have got 
to change the highway bill now for next vear? 

Senator Byrp. We did that last vear. We made changes. We 
can cut the amounts. 

Senator Tarr. You cannot cut the amounts because they are con- 
tracts with the States. You have got to do it a vear ahead of time 
In fact, the Joint Economie Committee has in preparation the laws 
that would have to be changed now if we want to make savings next 
vear 

Senator Byrp. We did cut it last vear because I offered the amend- 
ments. We cut it $200 million 

Senator Kerr. Yes; | remember that very sad and tragie event 
[Laughter.] 

Senator oe That was an obligational authority for the suc- 
ceeding vear; that was a vear ahead, and we have to start now. 

The CaarrMan. You have to do that public roads fund a year ahead 

Senator Tarr. Just as a little side question that has no interest 
here, have you any a cated of what the Korean War has cost us? 

Mr. Sraats. I do not have a breakdown of that figure. 

Senator Tarr. I notice the actual increase in all military expendi- 
tures over the previous year, when there was no war at all, even when 
there was no defense program, seems to be only 64 or 7 billion dollars 
for the 12 months, the actual expenditures. 
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Senator Kerr. The actual outlay in money 

Senator Tarr. For the actual outlay of money. Can you say how 
much of that 7 billion is chargeable to the Korean War? Is there any 
guess, apart from maintaining the same forces, so to speak, without 
a war? 

Mr. Staats. I do not know, Senator, whether there is any way that 
you could get it, ; 

Senator Tarr. That is very interesting. 

Senator Byrp. I have seen the figures of a billion dollars a month. 

Senator Tarr. That cannot be. The whole cost of all the Armed 
Forces and the new program and everything else, with more men, is 
only 6% to 7 billion dollars over the previous vear, apparently, in 
expenditures. 

Senator Byrp. But they have used a lot of their existing forces. 

Senator Tarr. That is what I assume. 

\ir. Sraats. They have used existing stocks 

Senator Byrp. And that has to be replaced by other materials. 

Senator Mituikin. Does anybody have any figures? 

Mr. Sraatrs. I do not know. 

Senator Byrp. I do not know. 

Senator Tarr. Supposing this peace is made, is 
crease the military expenditures, and if so, by how mu 

Mr. Sraats. The figures that we are giving here today assume 
arbitrarily consumption for Korea through this calenda year. There 
is a considerable pipeline involved for the Korean operat 

Senator Tarr. Sure, you could not slop that right 

Mr. Staats. What would actually happen would 
pipeline would go for reconstruction; it would also go for the building 
up of our war reserves and other factors. A cessation of hostilities 
would not have a material effect, in other words, on these over-all 
figures that you have given. 

Senator Tarr. But you would not venture a figure on what the 
Korean War has cost, somewhere between 5 and 10 billion, or any- 
thing? 

Mr. Sraats. We could develop a Statement on it 

Senator Tarr. | would like to see it. I think it is very mat rial 
in this, too. 

Mr. Sraats. There is no real cost accounting available as to what 
it would be in Korea. 

Senator Tarr. You would have to do a lot of qualifying, [ under- 
stand that, and explain why you estimated this, but if you could do 
that, I think it would be very interesting. 

Mr. Sraats. We will make an effort to do it. 

(The compilation of information requested was not complete at 
printing of this record.) 

Senator WituiaMs. In other words, if the war stopped in Korea 
today it would make a difference in the over-all expenditures, because 
even though there were material in the pipelines, that would build up 
our reserves that much faster, and would build up in the other end. 

Senator MiturKin. If and when we get through with Korea we will 
be confronted with from 10 to 25 billion dollars for the rehabilitation 
of Korea, if we ever get through with that. 

Senator Tarr. We have got to build it up again. 
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Senator Byrp. In other words, to get my motion in concrete form, 
I want to ask Mr. Staats to furnish to the committee all the authoriza- 
tions that are now on the statute books separating the what I have 

called obligational authority from the ordinary authorizations, and 
the n give his opinion as to those that should be canceled by an act of 
Congress; in other words, authorizations that are not needed in the 
immediate future which Congress should review before they are used. 

Mr. Staats. Are you referring now to the whole budget or just to 
the Department of Defense? 

Senator Byrp. I think all if you can get it. I particularly want the 
Navy. I understand they have a lot of authorizations that have not 
been canceled. 

Mr. Sraats. You are interested in authorizations which would 
enable the agency to go ahead and enter into obligations without—— 

Senator Byrp. And the other authorizations also because it is 
contended there is a moral obligation on Congress to make an appro- 
priation when an authorization is passed. 

Mr. Sraats. Even though there is no contract authority? 

Senator Byrp. I do not want to ask too much. So, perhaps, if it is 
too burdensome to make in the whole field 

Mr. Sraats. Suppose we look into it. 

Senator Byrp. I especially want the armed services, to start with. 
I want the total, all the amounts authorized, and separated in these 
two categories. 

Mr. Sraats. Yes. 

The Cuatrman. All right, starting with the armed services 

Senator Byrp. And going back, you understand, to the last war, 
because I think there are a good many that have not been cane elled. 

Mr. Staats. All right. 

The Cuarrman. All right, Mr. Staats. 

(The information re ferred to follows:) 


Data obtained from the Department of the Navy indicate that outstanding 
tonnage authorizations for Navy shipbuilding (for which no funds have been 
appropriated, or estimates submitted to Congress) are as follows: 


Act | Public Law | 


Congress | Tonnage 


i 
Mar. 27, 1934 (Vinson-Trammel Act) Poa ‘ . SOE An cn | 489, 038 
May 17, 1938 (20 percent Expansion Act) - -- : ' saat 528 | 75th__ : 39, 070 
Jan. 14, 1940 (11 percent Expansion Act) - -- ne | 269 | 76th... _. 6, 040 
July 19, 1940 (70 percent Expansion Act) . | ae, = 151, 808 
Dee. 23, 1941 (5 percent Expansion Act) an ete 369 | 77th__. 8, 756 
July 9, 1942 a oe ‘ caidas ew 166 77th. , 551, 653 
Mar. 10, 1951___- ; in deb als ones d 258, 470 


Total balance, July 1, 1951 ae en oe : MELE RES -| , 504, 925 


We are informed that legislation is now being considered within the Depart- 
ment of Defense to repeal existing shipbuilding-authorizing legislation. 

In this connection, it has been the practice in the last few budgets and appro- 
priation acts to carry a dollar limitation on the amount of obligations which may 
be incurred for new ship construction and for conversion of existing vessels. 

Senator Kerr. I would like to ask a couple of questions, Mr. 
Chairman. 

I was perfectly clear in my mind about an hour ago about what the 
fourth paragraph on page 4 meant. I think I still am, but I would 
like to comfort myself with just a little reassurance. 
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The second sentence in the paragraph says that on this basis it can 
be seen that the Federal Government would enter the fiscal vear 1953, 
| year from now, with a carry-over of around $75 billion in authoriza- 
tions for these 3 years still available for expenditures. This does not 
take into account any 1953 appropriation requests. 

However, you have told us that for 1953 you estimate that the 
out-of-pocket expenditures for all purposes of Government will be 
between $80 billion and $90 billion. Now, naturally, we do not 
know what part of that will come out of this carry-over of $75 billion 
However, I have assumed that your estimate is that for that fiscal 
year 1953 the over-all expenditure will be between $80 billion and $90 
billion, including not only that part of this $75 billion carry-over that 
will be expended during those 12 months, but it will also include the 
ordinary operation of Government that you now expect will be paid 
for, and it will also include, as you estimated, any amount that might 
be included in that sentence which says that this does not 
account any 1953 appropriation requests. 

Mr. Sraats. That is right. The expenditures in fiscal year 1953 
will wy made up of two things: One is the part of the $75 billion, 
which will be expended in that year, some of that $75 billion will not 
be spent of course until 1954 and 1955. 

Senator Kerr. [ understand. 

Mr. Sraats. Plus new appropriations which will be enacted for 
the fiscal year 1953. ‘Total expenditures will be made up of those 
two general categories of items. 

Senator Kerr. Now, then, if I understand this paragraph, this 
$75 billion carry-over that you identify here will, as you now estimate 
the situation, include every dollar of so-called contractual obligations 
which you now estimate will have been provided for or created or 
legislated between now and then? 

Mr. Sraats. That is correct. 

Senator Kerr. And that means whether they have already been 
provided for by appropriating legislation or whe ther they are provided 
for by appropriating legislation in response to further requests from 
the Budget. 

Mr. Sraats. That is right, Senator Kerr. 

Senator Kerr. Just one further question—that reaffirms the way 
I had understood that. Now, we have talked about the reduction 
of personnel. 

Do you think it will ever be possible to reduce appreciably the 
personnel now employed in Government until that day when the 
Civil Service Commission’s operations are either changed or abolished 
to the extent that the retention of personnel will be based on the 
judgment of those employing the personnel as to the production 
brought about by the employee, and until the day that those employ- 
ing will have some—some—minute though it may be, authority to 
relieve, change, hire, or fire personnel on a basis of their actual pro- 
ductivity rather than on the present arbitrary basis of having any 
vacancy that might occur filled from a civil-service register, or 
having any need for service that might exist by reason of the failure 
of somebody already on the payroll having been taken from a civil- 
service register, declining to perform the service, and the hiring 
agency being unable to relieve him because of the restrictiveness of 
the civil-service program? 


take into 
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Senator Tarr. Is that one question? ([Laughter.] 

Senator Kerr. I will sum it up in this way: Do you think it will 
ever be possible to reduce the overhead of Government from the 
standpoint of personnel until the Civil Service Commission is abolished, 
and the agencies permitted to hire and fire on the basis of services 
rendered? 

Mr. Sraats. I would like to answer your question in this way: 
The Hoover Commission went into the problem you have touched on 
here, very carefully. 

Senator Kerr. I just want to say this in that connection, and off 
the record. 

(Discussion off the record.) 

Mr. Sraats. On this particular point, the Hoover Commission did 
recommend much greater decentralization of authority to the agencies 
with respect to the control of personnel than they now have. 

The general outlines of that approach have been approved by the 
President in the form of legislation which is now pending before the 
Congress. 

Senator Kerr. In the form of legislation requested? 

Mr. Sraats. That is correct. We feel that this legislation would 
go a long way toward improving personne! procedures in the Govern- 
ment. The legislation has been recommended by the President and 
by the Civil Service Commission.. I myself have personally testified 
in favor of it before committees of Congress. 

Senator Kerr. Would you go a little further—and I do not want 
to be in the position of advocating the abolition of the Civil Service 
Commission, but | am in the posture of asking you if you care to 
answer it, if you do not think that the only avenue whereby substan- 
tial reduction of personnel can be brought about will be when that 
agency has within itself the authority to hire and fire on the basis of 
services rendered rather than on the basis of as now operated under 
the requirement of civil service? 

Mr. Sraats. There is no denying the fact that an employer in the 
Government does not have the freedom of selection or the freedom 
to fire that you have in private business. 

Senator Kerr. Is it not true that he just has to operate on the 
basis of what the various employees, once they become employees, 
are willing to do until that day when their abuse of their position is 
so pronounced that they can be fired under the present cumbersome 
and limited method of hiring and firing? 

Mr. Sraats. I think that that is too strong a statement. 

Senator Kerr. Well, it may be exaggerated just a little bit for 
emphasis, but not much; is it? [Laughter.] 

Mr. Sraats. Well, the Government is a big operation, and there 
are lots of different departments. The situation varies a great deal 
from department to department, just as it varies from business to 
business outside the Government. 

The question of veterans’ preference, the question of selection from 
civil-service registers, the question of the right of an emplovee to 
appeal in case of dismissal—these are undoubtedly factors which 
contribute to the cost of the personnel operations in the Government 

Senator Kerr. And the inefficiency of operation. 

Mr. Sraats. I do not thing anybody will question it. But the 
people and the Congress have decided that is the way it should be 
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done in the Government. I think, given those factors, that, by and 
large, the supervisors, the agency heads, have done a very good job. 

Senator Kerr. I do, too, but I was trying to figure out how they 
might be able to do a better one, and it looks to me like they would 
have to be able to get those log chains from around them before they 
ever have much chance of real success in it. 

Now, if you agree with that, say so, and if not, tell me to what 
degree you might agree. 

Mr. Staats. Well, Senator, that is an awfully tough question on 
which to generalize. I do not think that you can put it in any quanti- 
tative terms. It is not possible to do so. Ido think that it is a fact, 
that these considerations do contribute somewhat to the cost of 
personnel operations in the Government. That is a fact. But 

Senator Kerr. Would you go this far with me. Is there any other 
single factor that you can think of that contributes as much to the 
excess cost, whatever it may be? 

Mr. Sraats. Of course, | am not quite so willing to assume, as 
you apparently are, that there is all this excess personnel that we are 
talking about. Now, I will say this 

Senator Kerr. | have not identified the amount of it. - It has been 
indicated here that there might possibly be excess personnel. 

Mr. Sraars. I would be willing to say this: In an expanding opera- 
tion like the Department of Defense, where the program is building 
up rapidly, and where everybody assumes that they are going to 
need a lot more people than they now have, and the job has not sane 
down, there are going to be places where there is excess personnel. 
I think that the Defense Department would agree with that 

But I do think you have a special situation ip an expanding program 
of that kind, different from what you have with an old-established 
agency such as Agriculture, Interior, or the smaller regulatory agen- 
cies. I donot think that you can put your finger on any one of these 
factors and say that is responsible for the situation in this particular 
case. 

Senator Kerr. I do not, either. 

Mr. Sraats. It may be one of the things. 

Senator Kerr. It is one factor that is as responsible for this 

Mr. Sraats. I will g've you my own personal judgment. 

Senator Kerr. | would like you to. 

Mr. Sraats. One factor that is more important than any other 
matter that we are talking about in the reduction of personnel 1s 
the kind of a supervisor that you get on the job, and the quality of 
the top personnel. 

Senator Kerr. Where do they get those supervisors now? 

Mr. Staats. They are getting them very largely by promotion 
from within, as it should be. 

Senator Kerr. Don’t they take them from civil-service registers? 

Mr. Staats. Well, they are getting them from people who are al- 

eady on the job, who have come in initially from civil service. 

Senator Kerr. | understand, but aside from those positions filled 
by Executive appointment, do they not all come from civil-service 
registers? 

Mr. Staats. Well, wherever civil-service registers have been 
established. 
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Senator Kerr. Is there any place that they have not been estab- 
lished? 

Mr. Sraats. I do not believe there are very many as of right now. 
There are many registers which are not available, and the Commission 
permits agencies to hire outside the registers. Generally what you 
say is true, however. 

Senator Kerr. In other words, then, if, in your opinion, the one 
avenue that would yield the greatest benefit is in connection with the 
oe of the supervisory personnel 

Mr. Staats. That means you have got to—— 

Senator Kerr (continuing): If in the meantime that supervisory 
personnel is entirely or nearly all entirely limited from the names that 
are available in the civil-service registers—— 

Mr. Staats. No, that is not correct. In an ageney—for example 
in our agency—the question of who is selected for key supervisory 
pe rsonnel is on an agency-wide basis In some cases we go outside the 
Bureau of the Budge ‘t for key personnel. 

Senator Kerr. How often? How many places are there in the 
Bureau of the Budget that can be filled, other than from civil-service 

registers if there are names on civil-service registers from which to 
take them? 

Mr. Staats. For employees who are not in the Government now, 
all come from civil-service registers; but for employees who are already 
in service, they are permitted to transfer to our Bureau, or we are 
permitted to promote them. 

Senator Kerr. Do you not transfer them from one civil-service 
register to another? 

Mr. Staats. Not from a register; they are already off the register 
when they become employees. 

Senator Kerr. Well, then, he was taken from a civil-service register. 

Mr. Sraats. That is right, originally ; that is right. But he may 
have been in the Government 2, 3, or a dozen years. 

Senator Kerr. He has got a certain civil-service classification; has 
he not? 

Mr. Staats. That is right. But the point I have been trying to 
emphasize is that if you get a good supervisor he can do these things 
we are talking about such as getting people off the roll and reducing 
the size of the personnel complement required to do a given job. 

Senator Miiurkrn. Does he not reduce his salary in so doing? 

Mr. Staats. But for him to stay in the Government, he must re- 
ceive a good salary. 

Senator MiLiik1In. But would he not reduce his salary if he had 
a lesser number of employees? 

Mr. Staats. No, sir. I have heard that statement. We have 
checked into it in many cases where it was called to our attention, 
and we called it to the attention of the Civil Service Commission. 
There may have been such cases. 

Senator Mriiirkin. Do you pay a man according to the size of the 
operation? 

Mr. Staats. No, not in all cases; not at all. 

Senator MILiikin. You say not in all cases. I mean, is it not a 
normal, natural rule to pay the man according to the size of the 
operation? 

Mr. Sraats. It is only one factor among many. 
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Senator Miuuikin. I understand that. Is it not a normal and 
natural thing to pay a man according to the size of the operation? 

Mr. Staats. According to the responsibility of the operation. It 
may be 1 person under him or may be 500. 

Senator Mixturkin. If you double the number of the people he has 
to oversee, you have added to his responsibility and, therefore, it 
may cross his mind that he is increasing his pay, if he does that. 

Mr. Sraats. All I am saying is that that is one factor. There are 
probably many others in the situation. 

Senator Miuurkin. I am not saying there are no more. I am not 
saying it is complete. I am just talking about one factor. 

Mr. Sraats. That is one factor. 

Senator Miniikin. If you pay a man according to his responsibility, 
if you increase his responsibility by increasing the payroll, human 
nature sends certain thoughts through the man’s head; is that not 
correct? [Laughter.] 

Mr. Sraats. That may not be tantamount to a promotion, though. 

Senator Minurkin. The distinguished witness would not gainsay 
the operation of human nature; would he? 

Mr. Sraats. But that might still not mean that he gets a pro- 
motion. 

Senator Mriiikin. He gets a promotion, and he should get a pro- 
motion, according to the increase of responsibility. But the question, 
sir, still remains as to whether there is need for more he!p, thus in- 
creasing his responsibility, and that raises the question as to whether 
he will aid in increasing the help in order to increase his responsibility, 
in order to increase his pay, and I think that the operations of that 
kind are perfectly natural. 

Let me ask you a question. 

Mr. Sraats. Could I comment a little further on that? 

Senator Miuurkrn,. Yes. 

Mr. Staats. It is one point I think is important here. I believe 
it was 2 years ago that the Congress enacted legislation which was 
designed, in part, to deal with the general point that you and Senator 
Kerr have referred to. It was legislation authorizing the agencies to 
make awards to employees who do a good job and, particularly, to 
the supervisors who were able to reduce the size of their operation. 
That is still a fairly new program, but it shows a considerable amount 
of promise. It will help in the direction we are talking about. 

Senator MIniikin. I am not disparaging that program completely, 
but it is like giving a man a watch for 50 years of service. 

Mr. Sraats. Some of these awards have been very substantial. 

Senator WituiaMs. You say you are trying that out in a few agen- 
cles now? 

Mr. Sraats. That is in operation. It is in process of being placed 
in operation in all of the agencies. 

Senator WituiaMs. It has been placed in operation in some agencies? 

Mr. Sraats. Yes. 

Senator Witutams. Could you furnish a list of the names of those 
agencies and the employees they had before you put that in operation, 
and the number of employees they have now? 

Mr. Sraats. We can furnish you with that information; yes, sir. 

Senator Wriitams. You will furnish us with that information? 

Mr. Sraarts. Yes. 

Senator WiiitaMs. Because I would like to have it. 





188 REVENUE ACT OF 1951 


(The information referred to follows: ) 


Appreciable use of the awards program established by title X of the Classifica- 
tion Act is just now getting under way in the executive agencies. The agency 
annual reports for the fiscal year 1950 indicated that 13 agencies had established 
their awards committees by June 30, 1950. Between that date and the end of 
the calendar year 21 additional agencies established committees. They have now 
been established in all of the permanent agencies having an appreciable number or 
percentage of their emplovees subject to the Classification Act. 

The only awards actually granted by the end of the fiscal vear 1950 were given 
in the Treasury Department, which had made awards totaling $1,500 to a group 
of 54 supervisors and employees in its Division of Disbursement for their contri 
bution to a savings of $158,000 achieved in the issuance of veterans’ national- 
service life-insurance refunds. The reports for fiscal vear 1951 are now being 
prepared in the agencies, for submission to the Bureau of the Budget on September 
15. Fuller use of the awards has been made during that fiscal vear, but the exact 
extent will not be known until the reports are received. 

In addition to the fact that appreciable use of the awards is only now com 
mencing, savings achieved under the program would not necessarily be reflected 
in over-all personnel reductions in an agency. Assignments of added functions 
and increases in workload, particularly in a period of national emergency, over 
balance the personnel economies received. Kconomies permit the assignment of 
some of the personnel to these new functions, yet provide only a part of the new 
personnel required. Other economies might permit only the more adequate 
performance of functions already assigned or the reduction of work backlogs. 
For these reasons the table presented below in accordance with the committee’s 
request is not considered to indicate the value or potential value of the program 


Agencies which ssued requlations for granting ¢ mpl yee awards unde folli 
of the Classification Act as of Jan. 1, 1951 


Employ 
on date o 


instruction 


Avricultu 
Bureau of 

Cc AY 
Civil Ser 
Commerce 
Economie C 


nd Home Fi 
Interior Department 
Interstate Commer Commi 
Justice Department 

Labor Department 

National Advisory 0 

National Labor elations Boar 


National Security Resources Board 
Railroad Retirer t Board 

Reconstruction Finance Co 
Securities and Exchange Commission 


rporation 


Selective Service System 
Smithsonian Institution 
State Department 

Tax Court he Unite 

Treasury Department 


Veterans’ Administratior 


of f 
the 
\ 
will 
to 
per 


oth 
S 


\ 
pla’ 
(701 





REVENUE ACT OF 1951 189 


Senator Miturkin. I would like to ask the witness another ques- 
tion, which is a side question. 

You made quite a little talk, and I am not quarreling with what 
you had to say, about the general principles you talked about, with 
respect to the principle of pay-as-you-go. 

Do you believe we can operate this Government on a pay-as-you-go 
basis when we reach fiscal 1953? 

Mr. Sraats. I am not prepared to say at what point the pay-as- 
you-go principle cannot be applied. 

Senator Minuikin. Do you think we can raise $80 billion by taxes? 

Mr. Sraats. I] am not prepared to say that vou can; no. 

Senator Miniikin. You would not say that; would vou? 

Mr. Sraats. No, sir. 

Senator Mitiikin. What is your personal judgment on that? Now, 
remember fiscal 1953 starts a vear from now. 

Mr. Staats. That is right. 

Senator Mituikin. You can bring in all this talk about increase 
of national income, but can vou offset the point that I am making 
by an increase in national incomes between now and the beginning 
of fiscal 1953, to support an $80 billion tax bill without destroying 
the economy? 

Mr. Staats. Of course, the percentage of the national income which 
will be taken by the Government, or at least the ratio of expenditures 
to national income, contemplated in the 1952 budget is about 25 
percent. 

Now, in 1945, which was the peak vear of the World War II « xpendi- 
tures, the ratio was 52 percent. We were not on a pay-as-you-go 
basis, as vou know, in 1945. 

Senator Minirkin. That ts right; that is the point. 

Mr. Sraars. But the question has to be answered, in my opinion, 
n relation to the evidence as to what is happening | he economy 
otherwise. 

Senator Miturkin. In your judgment, do you think 

Mr. Sraats. Excuse me—the private sector in the economy can 
play as important a part in determining that level as the level of the 
Government expenditures themselves. 

Senator Miiurkin. Let me ask vou, do you think that between 
now and a vear from now there is going to be such an increase in our 
national income that we could then meet the collection of revenue 
of $80 billion? 

Mir. Staats. I have no basis for yuck ement, Senator, as at what 
point the payv-as-Vou-go policy could not be appa. I think that 
would be the judgme nt of the President and his prun ipal advisers 
that we should go much further in the direction of pay-as-you-go for 
this defense program than we did in World War II. 

Senator Mituikin. I think everyone will agree on the pay-as-you-go 
principle, short of the point where it injures the economy seriously, 
so We are trying to grope around here trying to find what that point is. 

Mr. Sraats. That is right. JI would not minimize the difficulty of 
the decision. It is a very difficult question. 

The CHarrmMan. You said it would reach about 25 percent of the 
national income just now; you meant for Federal Laxes. You are 
not considering local and State taxes? 

Mr. Sraats. That is right. 
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Senator Tarr. Mr. Staats, there is one thing I would like to as! 
about. You make a statement here that at the present time we are 
running at the rate of $28.8 billion—TI think it is—for the military 
which would make about $53 billion altogether, and then you make 
another statement concerning the last quarter of 1952 that we will b: 
running at the rate of $52 billion for military, which would be $77 
billion altogether. Where do you think we will be in November? 
I mean, this is a question of time. When we really need these taxes 
what rate do you think we will be running into November 1951” 
Have vou got that, or say the last quarter of 1951—-I guess vou do it 
by quarters. 

Mr. Sraats. The last quarter of fiscal 1951 or calendar 1951? 

Senator Tarr. Calendar 1951. 

Mr. Sraats. The figure that I have here, Senator, is about $9.s 
billion for the second quarter of fiscal 1952. 

Senator Tarr. Is that military only or both? 

Mr. Sraars. That would include your mutual assistance program 
also. 

Senator Tarr. At $9.8 billion, so that multiplying that by 4, would 
be $39 billion—it would be $39.2 billion, and roughly speaking you ar 
adding $25 billion for domestic, so you would be running at the rate of 
$64.2 billion, and our estimate of taxes now is that we are going at th 
rate of $60 billion. 

Let me ask one other thing. 

Mr. Sraats. The total for all Government activities. 

Senator Tarr. I just arbitrarily added $25 billion to your $39.2 
billion. 

Mr. Staats. We have calculated as $16.3 billion for all activities 

Senator Tarr. How much? 

Mr. Sraats. $16.3 billion is the quarterly figure. 

Senator Tarr. So that makes $65 billion instead of $64 billion; so 
that you figure in November we will be spending at the rate of $65 
billion. This tax would not reach that much, of course, in actua 
receipts by November. 

What about cash? There is something to be said in an emergenc\ 
thing for your preventing inflation. We are not trying to cover th 
money that goes into trust funds and so forth; in other words, we ar 
only trying to balance the cash budget instead of the technical budget 
How much is that about? $3 billion a year? 

Mr. Sraats. It would be about $3 billion. 

Senator Tarr. The difference between balancing cash and technica 
budget is about $3 billion. 

Mr. Sraats. That is right, this vear. 

Senator Byrp. But that $3 billion does not go to the Government 
You are speaking about social security collections. 

Mr. Sraats. That is right. 

Senator Tarr. I was not looking at that. I was looking at the in 
flationary aspect. As long as you balance your cash budget, th 
Government expenditures are not inflationary, isn’t that a corre 
statement? 

Mr. Sraats. That is right. 

Senator Byrp. Of course, these trust funds spend money. 


Senator Tarr. They have to be counted in the budgetary figure, 


and it ought to be balanced, but in an emergency, if you are lookin; 
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at inflation only, you can look at the cash budget mstead of the other. 

Mr. Sraars. If you are looking at the effect of Government ex- 
penditures on the economy, then the cash budget approach is the 
better approach. 

The CHarrMAN. Suppose we allow Mr. Staats to finish his state- 
ment. 

Senator Byrp. I just want one more question about personnel. 
Has not the Budget Bureau got the right now, and does it not fix 
quarterly ceilings “for personnel in each agency 

Mr. Staats. No, sir, Senator; we do not. 

Senator Byrp. I think Mr. MeNeil testified that he has it in the 
armed service under this Hoover recommendation. 1 offered the 
amendment to the bill. How does his authority compare with yours? 

Mr. Staats. He is the Controller for the Department of Defense. 

Senator Byrp. And he can fix ceilings each quarter or each month? 

Mr. Sraats. He has that authority if he cares to do so, but there 
is no statutory requirement that he do so. 

Senator Byrp. The Budget Director does not have the authority 
to fix ceilings? 

Mr. Sraars. Our control is through the apportionment of the funds. 

Senator Byrp. Isn’t that the same as fixing the ceiling? 

Mr. Sraats. We would not fix a specific number of people on the 
payroll. 

Senator Byrp. But if you cut the payroll funds down you could 
do it. 

Mr. Sraarts. Yes. 

Senator Byrp. If you proposed to go into it, the Budget Bureau 
could do it. 

Mr. Staats. I hope | have not given the impression that we have 
not done a great deal; we have. 

Senator Byrp. I am just talking about finding a way to do it. 

Mr. Sraats. Under the authority and responsibility of the appor- 
tionment procedure we could. 

Senator Byrp. You could do it, or Congress could do it by cutting 
the appropriation. It is not as eimoniiisla as it would seem. That is 
al 

The Cuatrman. All right, Mr. Staats, let us finish up your regular 
statement here. 

Mr. Staats. Returning now to fiscal year 1952, I would like to dis- 
cuss with the committee the question of achieving sizable reductions 
of expenditures. As you know, the Bureau of the Budget has the 
responsibility, under the President’s direction, for preparing the 
budget estimates which are.transmitted to Congress. Last fall in 
considering the estimates of the various agencies a concerted and 
intensive effort was made to adjust all programs to meet the realities 
of the national emergency. Some programs were sharply curtailed, 
others were redirected to bring them in line more realistically with 
new national needs. ‘Total reductions made in the requests of the 
agencies exclusive of the Defense Department and the military as- 
sistance program, amounted to well over $4 billion. ‘These included 
both direct reductions in appropriation requests as well as the elimina- 
tion of proposed new programs. 

Senator Byrp. You do not regard that as any saving, do you? 
You reduced the requests of the agencies; that is no saving. They 
always make much larger requests than they expect to get. 
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Mr. Sraars. In many cases, Senator, these reductions were achieved 
on a basis of matters of judgment as to what was required to do the 
job by the agency. 

Senator Byrp. But there is no saving involved. They simply 
make an excessive request and you reduce that request. It is cus- 
tomary and it is done every year for every Budget Director. 

Mr. Sraarts. It is savings in the same sense that any saving 
made beyond what an individual thinks he ought to have. 

Senator Byrp. It is not necessarily a reduction in funds as com- 
pared to the previous year; it is merely a reduction in what they 
request. 

Mr. Sraars. In some cases it represented a reduction over the 
prior year’s program and in that sense it does represent savings. 

Senator Miiuikin. isn’t what it is somewhat iike my asking you 
for a $50 loan and you loan me $25. You have gained $25, and | 
have lost $25. Isn’t that what it comes down to? 

Mr. Sraats. I would not agree with your analogy. I think that 
the point Senator Byrd — here is in terms of whether or not 
the request for the fiscal year 1952 that we have reviewed was all in 
addition to what the agency ail in the prior year or whether or not 
it represented any reduction in the amount that the agency had i 
the fiscal year 1951. 

Senator Miturkin. | think his main point is, if | understand it 
correct, that reducing a request is not a saving. Of course, he is 
completely sound in that. 

Mr. Sraats. It is the same in this case though in that it is the same 
as any savings that would be made by the Congress. 

Senator MiILuirkin. It is a saving only in the sense that had you 
not cut them down they would have had more. [Laughter.] 

Mr. Sraats. I agree with that. 

The CuarrMan. That is right. 

Mr. Sraats. In many instances the full effect of these reductions 
will not be reflected in expenditures until 1953 or later. Sharp 
reductions in authorization for rural electrification loans and hospital 
construction grants illustrate this poimt. 

Authorizations requested for new loans by the Rural Electrification 
Administration have been reduced from $383 million in 1951 to 
$109 million in 1952. Expenditures for the program, however, 
will drop off less sharply, from $312 million to $269 million. This is 
because more than $240 million of the funds estimated for 1952 will 
be paid from prior year funds to meet obligations already incurred 
by the Government. 

‘Similarly, the 1952 Budget recommended a reduction of $85 

million in new authorizations for grants to states for hospital con- 
struction. Expenditures, however, will decline only $4 million in 
1952. This arises from the fact that all of the 1952 expenditures 
will be made from funds already obligated in prior vears. 

Programs of the Corps of Engineers, the Bureau of Reclamation and 
other construction agencies have been significantly redirected both in 
1951 and 1952, as a result of two specific decisions. The first decision 
was to move forward, particularly in critical power-shortage areas, to 
complete projects involving power. This decision followed a careful 
review of present and potential power requirements of the defense 
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effort. The second decision called for the curtailment 
all other public works upon which const 
out undue economic waste. 

Senator WinuriAMs. Mr. Chairman, « 
point? 

Mr. Sraats. Yes, sir. 

Senator WitiiaMs. The second decision. if I understanc 
is the work that you did as the result of the Pre 
set aside these programs, is that correct? 

Mr. Sraars. A review of all of these progr 
after the Korean outbreak, and a further 
Chinese entered the war. 

Senator WitiiaMs. That is right. As a result of the President’s 
directive put out in August, if I remember correctly, that you should 
reexamine all these programs and suspended or curtail 

Mr. Sraats. The President issued such a directive. It was in 
July, I believe, of 1950. 

Senator WILLIAMS. 1950. 

Now, after you suspended a program, of course, I can recognize that 
you might make a mistake occasionally, and a program then would 
not be reinstated until it had been put in the position of complaints 
filed, and a resurvey was made which showed that it was essential to 
the national defense, and you might put it back into the budget. j 
that correct? 

Mr. Sraats. That is right. The language of the conference com- 
mittee report last year was to require that on any start of a river and 
harbor or flood-control project the Secretary of Defense would have 
to make a certification that it was essential for defense. 

Senator Wiiuiams. That is right; and such was done, is that the 
fact? 

Mr. Sraats. That is right; and there were a total of between, as I 
recall it 85 and 90 Corps of Engineers projects which were either cur- 
tailed, suspended, or not started. 

Senator WiLuiaMs. A little better than that. 96 I think it was 

Mr. Sraats. I do not recall that. 

Senator WittiaMs. I congratulate you on that, and I have 
that. 

Now, that leads me to the next question in this budget that 
ing before us this next week, where I notice that 
which you cut out, 96, are in this vear’s bud 
million. 

Mr. Sraats. No, sir. 

Senator Wittiams. Oh, yes. It came from you. 

Mr. Sraats. I do not believe that is the fact. The projects were 
eliminated at that time. 

Senator WituiaMs. I obtained from you under date of March 1, 
1951, a list of the projects, and in December 1950 you sent me a 
list of the 96 and, as I said before, I think you did a good job in 
setting those aside, but those same identical projects by name are in 
this year’s budget to the tune of some $280 million. I obtained all 
these figures from you, and if there is an error, | would like to have 
them corrected. I was wondering between now and the time this bill 
is fixed—it was my understanding that you resurveyed those projects 
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and I wonder if you would furnish me with a copy of the dates that 
these projects were resurveyed, and the reasons they were put back 
into this budget, because otherwise I feel that they should be stricken 
out. 

Mr. Sraats. I am not familiar with the specific situations. The 
projects which were stopped as a result of the survey which th: 
President directed be made, are not, I believe, back in the budget. 

Senator WiuuiaMs. If they are back in the budget, you will agree 
with me that there should be a certificate as to ‘whether they had 
been reexamined, otherwise they are back in error; is that correct? 

Mr. Staats. I would have to check into the situation, Senator. 

Senator Wituiams. | mean, that is a reasonable assumption; is 
that not right? 

Mr. MacPuait. The conference committee report on the genera! 
appropriation bill last year carried a provision in it that no new 
starts could be made for any Corps of Engineers project unless there 
had been a certification by the President that it was essential to the 
national defense. 

Senator WituiaMs. That is correct, and in addition to that, might 
I interrupt you to say that the President put out a directive in any 
or August to the effect that even those existing projects should | 
resurveyed and curtailed. 

Mr. MacPuary. That is correct. So that in effect two actions 
were taken as a result of the action by the President and by the 
Congress last year: One affected the 23 new starts which were origi- 
nally included in the bill by the Senate. Of those, only three have 
been certified by the President as being essential to the national 
defense. The remainder were not started. 

Beyond that, however, there were some 30 or 35 projects which 
were stopped which were going in 1950. I believe that two of those, 
the Red River of the North and Schuylkill River, were included 
the 1952 budget; in other words, they had been stopped in 1951, but 
because of the situation provisions for them were included in thx 
budget. 1 will have to check that. 

Senator Witiiams. Well, you check, and when vou check I refer 
you to the letter of March 15, 1951, which was obtained from you 
and referred to the Department of the Army, Corps of Engineers, 
and they sent a list, a list that I obtained from you, of the projects 
which were about 96, and which had been checked off as nonessential, 
and I forwarded that list to the Bureau of the Army Engineers with 
this year’s budget, asking how many were back, and I noticed there 
were some $280 million back in, and | am sure either they are in 
error or else there are slips, and I hope you will furnish me with them 
I think next Thursday the bill is coming up. 

Mr. MacPuatt. Can I have the date of the letter from the Secretar) 
of the Army to you? 

Senator WituiaMs. Yes, March 15, 1951; and these projects wer 
all listed by name. 

Mr. Sraats. I am sure there is some error or misunderstanding. 

Senator WiiuiAMs. I forwarded the list that I obtained from you 
and asked them to tell me which went back in. 

Mr. Staats. During the current fiscal year a total of 30 Corps 
of Engineers’ projects which had been under construction in 1950 
received no additional funds. In the 1952 budget, the base of going 
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projects has been further reduced. Nearly 35 projects which were 
under construction in 1951 have been recommended for deferral in 
1952, and no funds have been recommended for them. The total 
cost of completing those deferred projects is well above $200 million. 

The question of further curtailment of river and harbor and flood- 
control projcets can be answered only in terms of the power which 
would be lost or the economic waste which would result. In the 
flood-control field, for example, 10 large projects now under construc- 
tion will cost $184 million in 1952, or about 60 percent of all con- 
struction money included for flood control. On the average, these 
10 projects are 73 percent completed. The choice, therefore, lies 
between finishing projects with substantial power benefits which are 
already nearing completion, or shutting them down for an indefinite 
period and running the risk in many cases of losing partially completed 
structure or paying the claims of contractors now at work on the sites. 

The same basic decisions must be reached with respect to projects 
which have no power potential. Should we, for example, complete 
in 1952 the Chain of Rocks improvement on the Mississippi River 
which will permit passage of 10,000,000 tons of river traffic through 
difficult rapids; or should we allow the works which are already more 
than four-fifths completed at a cost of more than $33.5 million to lie 
unused? 

The determination of whether or not expenditures for public works 
should be reduced must be made on the basis of answers to questions 
such as these. Actions already taken in 1951 and recommended in 
the 1952 budget redirect the civil-works programs of the Government 
on an orderly and realistic schedule, which takes into account the 
progress and potential of each individual project. 

Because it is impossible for any individual to comprehend the 
physical expenditure of $70 billion, there is an understandable te ndency 
to dismiss a varying percentage of the budget total as “waste,” 
“extravagance,” “fat,’’ or even “pork.’’ Yet, we in the Bureau of 
the Budget can seldom find agreement on the part of the agencies, 
the Congress, or the general public as to which items in the budget 
qualify for one of these labels. This is because the budget is not 
designed to satisfy the wishes of only one individual, or only one 
group, or of only one State or region. 

The midwestern farmer will freque ntly label the construction of a 

petroleum-experiment station in Pennsylvania as “extravagance. 
A Pennsylvania businessman will frequently call soil-conservation 
payments to midwestern farmers “wasteful.’’ On one thing, how- 
ever, both will usually agree: Expenditures for dredging New York 
or San Franci isco Harbors to admit deeper-draft shipping are just so 
much ‘‘pork.” Of course, the businessman in New York or San 
Francisco will not necessarily concur. 

In my judgment, the general charges hurled at Federal spending 
overlook an elementary but highly important fact about the budget— 
the fact that the budget is large because our responsibilities as a Nation 
are large. It will remain large as long as those responsibilities remain 
large. 

Senator MiiurKkrin. That is perfectly true, but the question, of 
course, is whether the operations are larger than they need be to carry 
out the proper functions of the Government; because we have a large 
business, the biggest business in the world, does not excuse waste if it 
occurs. 
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Mr. Sraats. I was rather directing my point, Senator, to the state- 
ment that is frequently seen in the papers that this so-called waste is 
responsible for the fact that we do not have a balanced budget. The 
point that they very frequently overlook is that these commitments 
are commitments for programs or program outlays, which do not go 
for personnel or supplies or services, but go for payments to contractors 
and payments for grants or for public assistance, and things of that 
kind. ‘To be sure, there is a difference of opinion as to whether the, 
ought to be carried on, or at what level they should be carried on 
But | think—— 

Senator Miiuikin. Of course, if you are going to approach it from 
an over-all standpoint, vou have got to consider function as well as 
ways in how that function is operated. 

Mr. Staats. That is exactly the point in which that distinction is 
made. 

Senator Frear. May I ask Mr. Staats a question? 

The CHarrMan. Yes. 

Senator Frear. When a project is approved by the Bureau of the 
Budget or the Corps of Engineers, is it approved in toto or in parts, 
and how are the appropriations made, in toto or in parts? 

Mr. Staats. The Corps of Engineers project would first have to go 
before the Public Works Committee for authorization. After it is 
authorized, then the question arises as to when and if it should be 
placed in the President’s budget. That comes to the Congress for 
review. At such time as it is approved in the budget or is otherwise 
provided for by action of Congress, the funds are then appropriated 
for the starting of that project, and the funds are appropriated in 
sufficient amount to defray the obligations that will be incurred in that 
year. 

Senator Frear. Yes, sir. Then that goes back to the paragraph 
where unless you continue to make appropriations you have to pay 
the engineers off. I don’t know just where that paragraph is, but when 
you contract with a contractor to do it, you contract with him to do so 
much work, and you have the money available to do that amount of 
work. 

Mr. Sraats. That is right. 

Senator Frear. Then why would you have to pay an engineer off 
or a contractor off? 

Mr. Sraats. Well, the contractor, say, enters into a contract. 

Senator Kerr. Let me ask you right there, there are times you give 
a contract, and then the Executive issues a freeze order with reference 
not only to uncontracted projects, but also with reference to those 
where contracts have actually been made, issued, and work is in 
progress. 

Mr. Staats. That is right. He may have work in progress; he 
may have ordered supplies himself for future work on that project 
He may have contracts with his employees for a certain period of time 
which commits him to certain expenses. These represent claims he 
would have agaist the Government in the event the Government 
issued a stop order in advance of the time that had originally been set. 

Senator Frear. I assume that is in the contract that you make 
with the general contractor? 

Mr. Staats. That is right. 
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Senator Kerr. In other words, the only time you ever have a 
liability to him for work not done or in connection with his ds amage 
because of work stoppage is where you exercise the right which you 
made very clear you had to start with, and you stopped him while 
the work was in progress, and then you actually stop the work, and 
do not permit him to finish the contract which vou have given him 
to do. 

Mr. Sraats. That is right. 

Senator Frear. Are there not instances where there may be a 
$200 million project, and you have only given the contractor 25 or 
30 percent of that, maybe $50 million? [ notice in here you have 
uncompleted projects, but the contract, perhaps, could have been 
completed on that project as far as that one general contractor was 
concerned, 

Mr. Staats. That is right. 

Senator Frear. Thank vou. 

The CuarrMan. All right, sir. 

Mr. Sraats. The plain fact of the matter is that national security 
programs alone will account for $48 billion, 70 percent of all Federal 
expenditures in 1952. Of the remaining $20.4 billion, two large pro- 
grams account for more than half; interest on the public debt, $6 
billion, and veterans benefits, $4.9 billion. 

Senator Kerr. Does the $48 billion figure there, Mr. Staats, 
include the foreign aid and the Atomic Commission? 

Mr. Sraats. Yes, sir. 

Senator Kerr. Fine. 

Mr. Sraats. There remains $9.5 billion or about 14 percent of the 
total budget. It is this area of Government spending in which it is 
freque ‘ntly claimed that large savings can be made through reduction 
of “nondefense” or “nonessential” spending. In reviewing the esti- 
mates for this portion of the budget, both the executive and legislative 
branches are forced to recognize that under existing law there are 
many programs not subject to budgetary or appropriation control i 
any single year. 

Senator Tarr. Plus the $56 million that the Senate passed the 
other day. 

Mr. Sraats. Which is not in the President’s budget. 

Senator Frear. Is that in addition to what you collect from the 
social security? 

Mr. Staats. This is public assistance, which ts all 

Senator Frrar. All appropriations. Thank you. 

Senator MILLIKIN. May we assume because it is not in the budget 
that the President will veto this bill? 

Mr. Sraats. I cannot speak for the President on that, Senator. 

The CHarrMan. All right. 

Mr. Sraats. Other items, for example, are action by the several 
States, which will amount to $1.3 billion in the coming year. Other 
items not readily controllable in a single year include price support 
activities of the Commodity Credit Corporation in the amount of 
$300 million, transfers of payroll taxes to the railroad retirement 
trust fund estimated at $800 million—— 

Senator Kerr. Just a minute right there. You mean that the 
railroad retirement trust fund receives $800 million a year from the 
Treasury, the taxpayer? 
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Senator Tarr. No. 

Mr. Sraats. These are tax collections, and they represent transfers 
to the fund via appropriations. 

Senator Kerr. Does that mean it costs the Government $800 
et 

Mr. Sraats. They are defined as a budget expenditure for purposes 
of the budget totals. 

The CuatrmMan. They are collected, however, Senator. 

Senator Tarr. Payroll taxes on railroad workers. 

Mr. Sraats. They are both in budget receipts and budget expendi- 
ture totals. 

Senator Kerr. But the $800 million, while you transfer it, it is 
actually a part of the budget, is actually derived from payroll taxes 
enacted to bring in that amount of money? 

Mr. Sraats. That is correct, sir. 

Senator Frear. Does the Government appropriate any mone 
toward the railroad retirement fund except that which is collected 
from the employees of the railroad? 

Mr. Staats. There are certain payments made by the Federal! 
Government in the nature of payment; for veterans, I believe, who 
were in service and who made no payments to the fund because of 
their service. We will be glad to supply it for the record. 

Senator Byrp. It shows up on both sides, the receipts and expendi 
tures. 

Mr. Staats. That is right. 

Senator Frear. With the exception of this difference which is 
appropriated by the Congress, I assuine? 

Senator Byrp. It is not tax money. 


Mr. Sraats. Some of that is tax money. 

rr ‘ ‘ . . 

The CHarrMAN. Some of it is tax money. 

Senator Kerr. What percent of that would you estimate to be 
general tax money? 

Mr. Sraats. We would have to supply that figure. 


RAILROAD RETIREMENT FuND 


The amount of the Federal contribution for military service credits is $33 
million for fiscal year 1952, which will be roughly 5 percent of total transfers 

Senator Kerr. What is it roughly? 

Mr. Sraats. It is about 30 or 40 million dollars. 

Senator Byrp. Administrative expenses. 

Mr. Staats. Also some payments, Senator Byrd, in connection 
with the payments for the accounts of the veterans. 

Senator Byrp. Veterans. 

The CuarrMan. To carry their social security, to keep them on the 
rolls while they were in the services. 

Senator Tarr. I think the cost of administration is paid out of the 
railroad fund itself. 

Mr. Sraats. I believe so. 

The CHarrMaNn. Yes; that is paid out of its own funds. 

Senator Frear. Just for information, just like these payments that 
were made by the Federal Government for veterans, why wasn’t that 
through the Veterans’ Administration appropriation? Why is it 
through the pension, as a matter of information? 

Mr. Sraats. I am not sure I understand you. 
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Senator Frear. You say that part of the direct appropriation, that 
is taxpayers’ money that goes into this fund, and that is for the pay- 
ment of social security for veterans when they were off. Why was 
not that payment made to this fund from the Ve terans’ Administra- 
tion? I realize it is still taxpayers’ money, and it still has to come 
through an appropriation; in other words, we are not getting all of the 
information as far as the veterans’ costs are concerned if we get them 
partially through this source, and maybe there are others. 

Mr. Staats. Well, your point would be right, but I think that it 
was felt that it would be better to handle it in this way because it goes 
into a trust fund, out of which payments are eventually made, and it 
keeps the trust fund intact on this basis. 

Senator Frear. | am sure you had a good reason for it. I mean, 
I was not criticizing. 

Mr. Staats. Your point is right, if you wanted a total figure as t« 
the cost of the veterans’ benefits, this ought to be included. 

Senator Frear. I agree with you. 

Mr. Staats. Then there is a postal deficit of $300 million even 
assuming some increases in postal rates, net purchases of home mort- 
gages by the FNMA of $200 million, and expenditures for public 
roads of $475 million. These few programs alone will cost $3.4 
billion. 

Senator Kerr. Just refer to the postal deficit. Does that include 
the amount paid to the commercial airlines in the form of reimburse- 
ment for losses that they might sustain? 

The CuatrMan. Subsidy mail, you mean? 

Senator Kerr. Well, call it subsidy, grant-in-aid, whatever you 
wish. 

Mr. Staats. It does include that figure. 

Senator Kerr. Can vou tell us approximately what that figure is 
estimated to be for this year? 

Mr. Staats. Well, the payments made to the airlines, as you know, 
have never been separated as to the cost of carrying the mail as 
against the amount of assistance to the airlines to keep them on an 
expanding basis. 

There is legislation pending before the Congress at the moment 
which would provide for such a separation which would enable a 
figure of that kind to be ascertained. But as of now, it is virtually 
impossible to ascertain what that figure is. 

Senator Frear. Is that same statement true with respect to 
railroads as well? 

Mr. Staats. You mean the railroads, cost to the railroads, 
carrying the mail? 

Senator Frear. Yes. 

Mr. Staats. No; that figure is known. 

Senator Kerr. That figure is on a value received basis, supposedly. 

Mr. Staats. Yes. 

Senator Frear. But there is still a little subsidy in there, is there 

t? 

Mr. Sraats. That would be a matter of judgment, Senator. 

Senator Tarr. The railroads claim not. 

The CHarrMan. They claim they are losing money 
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Mr. Sraats. In the one case of the airlines, though, everybody 
recognizes that there is money in there to assist the airlines. That 
situation is not true with the railroads. 

Senator Wiiiiams. I might say, Mr. Chairman, to the Senator 
from Oklahoma that the Interstate and Foreign Commerce Com- 
mittee is holding hearings on this bill, at this time, and they do have 
an estimate that has been compiled by a group of auditors that is 
available. 

Senator Kerr. Could you give me generally what the estimate is? 

Senator Wixuiams. I have it over in the office, but I have not had 
time to look at it. 

Senator Kerr. Fine. 

Senator WiiuiaMs. | was afraid you would ask. 

Mr. Sraats. The remaining $6.1 billion or about 9 percent of the 
budget provides for the activities of most Government agencies. 
Some of these also are extremely difficult to control. Among them, 
for example, are such items as the contribution of the Federal Govern- 
ment to the civil service retirement fund of more than $300 million, 
grants to States for hospital construction of $130 million, and expendi- 
tures for REA loans in the amount of $269 miliion. Also included is 
an amount of $200 million for the Coast Guard which, as you know, 
faces an expanding program, particularly with respect to port security 
during the coming year. Other large items which might be mentioned 
are $254 million for the Bureau of Internal Revenue and $199 million 
for the Civil Aeronautics Administration. While these programs are 
not necessarily directly related to defense, it must be recognized that 
the cost of collecting revenue and the job of operating the Federal 
airways gets bigger, not smaller, in a time of greatly expanded 
economic activity. 

Senator WiiiiAMs. Could I ask a question at that point? You list 
the amount of contributions to these different funds, the retirement 
fund, and so orth. How do you come to saying that that is the actual! 
amount that is necessary to put those funds on an actuarially sound 
basis? In other words, how much contingent liability are we accumu- 
lating each year on those particular funds? 

Mr. Sraats. I think we would have to supply that to you. 

Senator Mritiik1n. In the case of the social-security trust fund, 
there is a contengent liability on everything that is in it, because you 
are putting Federal bonds in there which some day, I assume, will be 
paid. 

Senator WituiaMs. I did not mean that. This $300 million, for 
instance, you put into civil-service retirement funds, will be reinvested 
or loaned back to the Government. I did not mean that 

Mr. Sraats. You meant from an actuarial standpoint? 

Senator WituiaMs. If you set it up on an actuarially sound basis, 
as you would in an insurance company, how much would the Federal! 
contribution be annually required to put that fund on an actuarial 
basis? 

Mr. Sraats. With respect to the civil-service retirement fund, it is 
my understanding that the $300 and-some-odd million requested for 
the Government’s contribution is designed to maintain that fund on an 
actuarially sound basis. 

Senator Wriuiams. Would you give me a letter to that effect, be- 
cause I have been trying for 4 years to get it. 
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Mr. Sraats. The situation varies in many of these funds, because it 
depends on the 

Senator Tarr. It pays all costs, but I do not know whether the 
Federal Government is making up the back part of it. 

Mr. Sraats. There was a period of time when the fund was not on 
an actuarially sound basis, and one of the problems was whether to go 
back and pick up. 

Senator Tarr. There was a period of time that there was not any 
fund at all. 

Mr. Sraats. That is right. 

Senator WitiriaMs. I would like to know just how close that is 
because I requested that information some time ago, and I am sure it 
is my fault for not following through, and I just neglected it 

Mr. Staats. But if you exclude that period when there was no 
fund, then it is my understanding that on the civil-service retirement 
fund it is very nearly on an actuarial basis. 

Senator WituiaMs. I have seen an estimate that it would take as 
much as $600 million. I would like to know just how much it would 
take. 

Mr. Staats. You want to know what the situation is in each of 
these funds? 

Senator Witurams. Will you furnish that information for us as to 
each of these funds, because it is a part of the expenditures that we 
should recognize, as to whether we are putting them in currently or 
not, because we do have the obligation. 

(The information referred to follows:) 


GOVERNMENT CONTRIBUTION TO CERTAIN 


THE CIVIL SERVICE RETIREMENT AND DISABILI 


At present the actuarial formula used to determine the Gov 
tion to the civil service retirement and disability fund is (a) a1 
rate of 2.6 percent of covered payroll plus (6) a deficiency 
t percent of the unfunded deficiency (consisting mainly 
which represents the present value of the retirement system's | 
rendered prior to the effective date of the system 

Using this formula, the amount the Government must co 
fund adequate will vary from year to year depending up 
normal contribution resulting from increases or decreases it 
payroll and increases or decreases in benefits and (d@) changes i noun 
the unfunded deficiency resulting from increases or decreases in benefits and the 
Government’s failure to make the full contribution required in previous vears. 
Estimates of these variables are made each year by the Board of Actuaries of the 
fund and are reflected in the contribution requested in the President’s budget 
For the past 3 vears the amounts requested have been: 


I t of} 


1950 32%), , 000 
1951 , 000 
1952 3: 50, 350 

The method used by the Government to finance the civil service retirement 
and disabilitv svstem differs from the method used by those systems which are 
financed through insurance companies only with respect to the treatment of the 
unfunded deficiency. Under a retirement system financed by insurance policies 
an unfunded deficiency would not exist and premiums would be set at a rate 
which would provide for the current funding of all the money needed to meet 
the future liabilities of the retirement system. Most private, self-administered 
retirement systems allow for a prior service obligation and incl ide in their periodic 
payments an amount to liquidate this deficiency over a reasonable period of time. 

Whether the retirement svstem is financed through an insurance company or 
is self-administered, the adequacy of the fund to meet its liabilities will ultimately 
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depend on the ability of the employer to meet his continuing obligations to the 
fund. 


Under the method of financing the civil service retirement and disability fund 
the Government recognizes its unfunded deficiency, but, rather than provide for 
its amortization, it has chosen to include in its contribution an amount equal to 
the interest which the deficiency would be earning if it were funded and invested 
in Government securities as are the funded moneys of the system, So long as the 
Government continues to operate and to recognize its obligations to the retire- 
ment system, the annual contribution, as determined by the actuarial formula 
ae above, will be sufficient to maintain the solvency and adequacy of the 
und. 


THE FOREIGN SERVICE RETIREMENT AND DISABILITY FUND 


The actuarial formula used to determine the Government’s contribution to 
the Foreign Service retirement and disability fund is (a) a normal contribution 
rate of 11.21 percent of covered payroll plus (6) a deficiency contribution rat« 
of 11.57 percent of covered payroll. 

Using this formula, the Government contribution recommended in the Presi- 
dent’s budget and needed to maintain the fund on a sound basis have been: 


1950_ a ; _ $3, 515, 500 
1951 _ _- debs ; . 2, 233, 000 
1952__ awit a 4, 627, 000 

The same considerations which affect the size of the Government’s contributior 
to the civil service retirement and disability fund and the adequacy of the fund 
apply to the Government’s contribution to the Foreign Service retirement and 
disability fund and its ability to meet its liabilities. 

The one difference in the method of financing the two funds is that the deficienc, 
contribution portion of the Government’s contribution to the Foreign Servic: 
retirement and disability fund includes a payment to amortize the accrued 
liability by 1985. 

RAILROAD RETIREMENT AND DISABILITY SYSTEM 

At present the Federal Government levies a 6-percent tax on the salaries of 
railroad employees and a 6-percent tax on the payroll of the railroads. During 
the fiscal year the estimated receipts from these taxes are appropriated for transfe: 
from the general fund to the railroad retirement and disability fund. Whit 
legally this appears as an expenditure of the Federal Government, the Government 
does not bear the cost, as an employer, of this retirement system as it does for the 
civil service and Foreign Service retirement and disability systems. However 
the Government does contribute money to the railroad retirement account to mee| 
the cost resulting from allowing free military service credit for retirement purposes 


OLD-AGE AND SURVIVORS INSURANCE 


The Government makes no contribution to this fund from general revenues 
but transfers the payroll taxes levied on employees and employers to this fund 
In determining the rate of these taxes the Congress satisfied itself that the present 
taxes would provide sufficient money to keep the fund adequate at least until 1955 

Mr. Staats. In recent months there has been increasing discussion 
of methods by which the number of Federal employees could be reduc- 
ed. Certainly the Congress should be alert to every opportunity to 
eliminate unnecessary personnel and prevent duplication. This is 
true under any circumstances. It is imperative in a time of nationa! 
emergency. It should be recognized, however, that half of all Federal! 
employees are employed in the Department of Defense, the majority 
of them in so-called blue-collar jobs in arsenals and navy yards 

Another 21 percent are employed in the Post Office and an additional 
8 percent in the Veterans’ Administration. About 550,000 employees 
carry out all other programs of the Government, including such 
activities as the Bureau of Internal Revenue, the Weather Bureau 
and the FBI. If this group were reduced by half—a step which would 
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seriously impair if not prevent carrying out the laws which the Con- 
gress has enacted—the total savings would amount to less than $1 
billion. 

Senator Frear. Mr. Staats, in that paragraph you said: 


Certainly, the Congress should be alert to every opportunity to eliminate 


un- 
necessary personnel and prevent duplication. 


That does not mean that the Bureau of the Budget is not alert 
also, does it? 

Mr. Staats. By that I mean the Congress has the right to know 
what the Bureau of the Budget is doing as well as what ‘the agencies 
are doing by way of reduction in personnel. 

Senator Wriuiams. As near as we can determine, the Bureau of 
the Budget has taken the recommendations of the agencies and 
accepted them. 

Mr. Sraats. No, sir; that is not correct. 

Senator Tarr. Of course, there might be extra personnel in the 
Post Office and Veterans’ Administration. 1 do not think you should 
leave them out. 

Mr. Sraats. Or in the Department of Defense. 

Senator Tarr. Yes. 

Senator Kerr. Do these 550,000 employees include the Members 
of the House and Senate and their staffs? 

Mr. Sraats. This includes all civilian employees, I am informed. 
| bring up this point of the breakdown here not for the purpose of 
saying that savings cannot be accomplished in these other areas, but 
there are so many reports that have been made that all you need 
do is to cut out the personnel from the nondefense agencies and vou 
can make a very substantial cut in the budget. That is not the case. 

(Discussion off the record.) 

Senator Kerr. Did you say that your personnel is now limited, 
Mr. Staats? 

Mr. Sraats. Yes, sir; and it will be more limited by the cut that 
Congress is proposing to make on us this vear. 

Senator Kerr. Was the action taken by the Senate recently an 
action which will limit it more for the next 2 years? 

Mr. Sraats. Yes, sir. We will suffer a reduction of about 10 per- 
cent of our personnel. 

Senator WiLLiAMs. How does it compare with the personnel in the 
last 3 years? 

Mr. Sraats. Senator, we have undergone a reduction since 1945 
of about 15 percent in our personnel, and we have not asked for any 
increase at all to do this job since the beginning of this emergency. 

Senator MiLiikin. How many employees have you? 

Mr. Staats. We have about 500 people altogether, including clerical 
personnel. 

Senator MiLuikin. How many in Washington? 

Mr. Sraats. We have 4 small field offices making up a total of 
about 20 people. 

Senator MiILuikin. Here in Washington? 

Mr. Staats. No. Those are in the field. 

Senator Mruuikin. Then, roughly, you have 500 people here in 
Washington? 
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Mr. Sraats. No; the 500 comprises our total. 

Senator Mituikin. Well, how many have you here in Washington’? 

Mr. Staats. We have about 475. 

(Discussion off the record.) 

Mr. Sraats. I wanted to say this, Senator, that so far as the 
personnel of our Bureau are concerned, we have many employees who 
are now working 60 to 70 hours a week, for which they get no overtime 
pay. We had men working on the military budget before it came 
up here to the Congress, for example, who, with the people in the 
Defense Department, worked in many cases practically all night long 
and every week end. I want to assure you, and I would like to Sa\ 
this clearly for the record, that the people who have been concerned 
with this military budget, on both sides of the river, have made a 
very, very conscious effort and, I think, a very good effort to reduce 
this military budget by every practicable means without hurting the 
effective force of it. 

Senator Byrp. Mr. Chairman, may I make a statement? I have 
to leave. 

The CHarrMan. Yes, Senator Byrd. 

Senator Byrp. Mr. Chairman, I want to say that I have been in 
contact with the Budget Bureau a great deal, and it is a very efficient 
organization. TI will pay that tribute to the people there. Of course, 
the Budget Bureau is agent of the President, and they must do what 
the President tells them to do. 

I want to correct, however, the impression the committee may have 
gained that the so-called economies that have been made, will result 


in spending less money for what we call the nonessential! civilian 


expenditures. As a matter of fact, the budget, as submitted, is the 


highest budget in the history of the United States, so far as domesti 
civilian expenditures are concerned. 

Under this budget, if it is adopted, we would spend $9.8 billion fo: 
purely domestic civilian expenditures, not including interest on the 
debt, not including the veterans, not including the armed services 
and not including the economic aid to Europe; $9,800,000,000 com- 
pared to $8.6 billion last year, and compared to $3.6 billion in 1946, 
which is about $6 billion more than the peak of the war year 1946. 

I would like to have the privilege, Mr. Chairman, to insert in the 
record a carefully prepared statement in answer to the testimony 
on the 1952 budget giving figures to show that notwithstanding the 
so-called cuts that have been made, that we are spending for thes« 
peacetime nondefense expenditures more than any time in the history 
of our Government, and by every impulse of economy and judicious 
management we should be spending less. 1 also want to comment 
on the matter of civilian personnel. 

The CHarrman. You may put it in, Senator Byrd. 

(The following information was subsequently submitted by Senator 
Byrd:) 

The statement by the Assistant Director of the budget contains several passages 
on which [ should like to comment. 

I should like to preface my comment with a statement of my high regard for 
the Bureau of the Budget, for the factual information which it develops, th 
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expert analyses which it makes, and the capabilities and industry of all the mem- 
bers of the Budget Bureau staff whom I know. I know also that the Bureau of 
the Budget is an agent of the Chief Executive and that as a general rule it must 
interpret the information and analyses which it develops in conformance with 
administration policy. 

With this in mind I should like to comment first on the statement by 
Assistant Director of the budget that “last fall, in considering estimates of the 
various agencies * * * some programs were sharply curtailed and 
were redirected to bring them in line more realistically with new national 
Total reductions made in the requests of the agencies exclusive ot the 
Department and the military assistance programs amounted 
billion. These included both direct reductions in appropriation requests as well 
as the elimination of proposed new programs.”’ 

I think it is fair to comment on this statement as follow 

1. Appropriation requests by the various agencies of the executive branch are 
reviewed every vear by the Bureau of the Budget (nd there is reason to believe 
that the Bureau, acting for the President, reduces the original requests by nearly 


all of the agencies every vear. The agencies know this and prepare their origina! 
requests accordingly. What counts is what the Chief Executive reeommends 
to Congress, and following that review last fall the President recommended to 
Congress an expenditure budget of $9.8 billion—S1.2 billion more than in the 
previous vear’s budget—for strictly domestic-civilian expenditures, exclusive of 
the military and related items, exclusive of foreign assistance, exclusive of interest 
on the debt, and exclusive of veterans expenditures. 

2. With respect to the statement that agency proposals eliminated from the 
budget included both direct reductions in appropriation requests as well as elimi- 
nation of proposed new programs, it should be added that after other new pro- 
grams were eliminated the President inserted his federalized education program, 
the Brannan plan to socialize agriculture, the Ewing plan to socialize medicine, 
and the President’s committee plan for civil rghts Although the amounts 
budgeted for these items showed up in the budget document this vear as relatively 
small expenditure items, or with no expenditure estimate at all, all of them were 
in the budget message and no one on earth could estimate the astromimical cost 
of anv one of them or all of them. 

Next I should like to comment on the statement by the stant Director of 
the Budget that, ‘‘The general charges hurled at Federal spending overlook an 
elementary but highly important fact about the budget—tl t ths budget 
is large because our responsibilities as a Nation are larg: t will ain large 
as long as those responsibilities remain large.” 

I think it is fair to comment on this statement as follows 

1. Undoubtedly the national budget of the United States h: 
into a global budget financed by the taxpayers of 48 States in thi 

2. The fact that criticisms of the administration’s budget most frequently 
are in general terms is due to the bigness of the budget and the impossibility 
to detail the criticisms with brevity. Actually a great part of the criticism is 
based on detailed facts which are usually too numerous to enumerate in reasonable 
space. After all the budget of the United States is a document of 1,312 pages of 
9 by 11% inches, plus an appendix of 378 pages. 

3. Neither bigness of the budget nor bigness of the responsibiliti we have 
assumed is to be regarded as a license to be remiss in requiring efficiency and 
economy in every expenditure item. 

Three paragraphs in the statement of the Assistant Director of the budget are 
devoted to narrowing down the reducible items virtually to a point where no re- 
ductions can be made short of réwriting the Federal Code. 

By my own calculations, based on figures in the budget document, the record 
of domestic-civilian expenditures by major functions, exclusive of military and 
related expenditures including atomic energy, Coast Guard, merchant marine, 
Alaska and Panama development, etc., foreign assistance, veterans, and interest 
on the debt, follows: 


86141—51-—pt 
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{Compared with war, postwar, and new emergency years] 


Fiscal years (in billions of dollars) 


Expenditure categories New emergency 
| War peak Postwar Truman r 
1946 actua 948 actuz quest 1952 
946 actual | 1948 actual ee oan 1951 esti- juest 1 
‘oa > mate 


DOMESTIC— CIVILIAN 


. Social welfare, health, and security 
2. Housing and community facilities (in- 
cluding mortgage purchases) 
3. Education and general research 
. Agriculture and agricultural resources 
(including CCC) 
Natural resources 
Transportation and communication 
(including postal deficit 
. Finance, commerce, and industry 
. Labor 
General government 


Total domestie—civilian ! 
Figures may not add precisely to totals due to rounding 


The Assistant Director of the Budget concludes his statement with comment 
that employees to carry out the executive functions of the Government outside 
of the Defense Establishment, Post Office Department and Veterans’ Adminis- 
tration exceed a half million by some 50,000, along with other statements whict 
follow: 

“Tt is important to recognize that improvements in management and organi 
zation—as essential as they are—cannot by themselves balance the budget.” 

“The budget deficit cannot be explained in terms of numbers of Federal per 
sonnel or alleged duplication of Government agencies.”’ 

‘There is no valid basis for assertion that vast sums of money can be saved 
by ‘eliminating waste and duplication in the Federal bureaucracy.’ ”’ 

“The big issues in the budget are program issues—programs which have bee: 
requested by the people and approved by Congress.” 

“To reduce Federal expenditures substantially requires the major reduction 
in, or the elimination of programs specifically prescribed by law.” 

In these statements it would appear that the Assistant Director of the budget 
himself is engaging in a general defense of the budget at the same time he protests 
general criticism of the budget. 

I think it is fair to comment on these generalities as follows: 

1. The Military Establishment alone has been increasing civilian employment 
at the rate of 1,000 a day for more than a year, and under the ceiling fixed by the 
establishment this rate of increase appears to be approximately the schedule for 
the coming year. If this rate were required by the Military Establishment (and 
I do not concede that it is) it would be all the more reason, in view of the present 
manpower demands, for sharp curtailment in employment by other agencies. 

2. Something over 2 years ago the Congress enacted the so-called top flight 
pay bill. A former director of the budget, among others, testified that this bill 
would enable the Federal Government to get better administrators and thereby 
increase economy and efficiency in Government. For the most part all this bill 
did was to raise the pay of the administrators already on the rolls, good, bad, and 
otherwise. Later, the super pay rate was enacted. In fact, Congress has 
enacted virtually all of the reeommendations by the administration, by the Hoover 
Commission, and others who profess to know what new ‘‘tools of management’ 
would increase etonomy and efficiency in the Federal Government. And yet 
disregarding all of the global responsibilities we have assumed, including defense 
of half the world, strictly domestic-civilian expenditures—which should bs 
coming down—continue to rise. 

Even more shameful is the fact that the situation in the Federal Government 
has reached such a point that the Congress is now considering a proposal to set up 
a commission to rewrite the Ten Commandments into a special code of ethics for 
Government Officials in an effort to raise the Government from the moral morass 
to which it has descended. 
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3. Obviously the budget deficit cannot be explained completely in numbers of 
Federal personnel or the alleged duplication of Government agencies. But 
neither can it be denied that these are two concrete factors in the requirement for 
deficit financing, when the Federal executive civilian payroll is costing upward of 
$8!¢ billion a year for the salaries of 2.5 million employees. In terms of money, 
with pay increases included, this was the cost of the Federal civilian pay roll 
at the peak of World War II. 

4. To say there is no valid basis for the assertion that vast sums of money can 
be saved by “eliminating waste and duplication in the Federal bureaucracy” is to 
overlook a few of the many examples, such as the Hoover report statement that 
Federal publicity costs $105 million; the Civil Service Commission statement that 
there are more than 4,000 known press agents in the Government service; that 
General Marshall knows that the 3,000 military and civilian personnel used by 
the Department of Defense for public relations is supposed to be increased this 
year by 25 percent and that the cost of their services is to be increased by more than 
30 percent; that the military alone is spending $5!» million for paid advertising; 
that the Government is operating 190,000 nonmilitary motor vehicles more than 
a billion miles a year, at a maintenance and operations cost of more than $100 
million a year exclusive of chauffeur pay; that just to open its doors the Economie 
Stabilization Agency spent $22,000 for easy chairs and davenports (that which has 
been spent since for luxury furniture is in addition); that the Air Force is paying 
regular civil service rates plus tuition to send pupils to business schools in order 
that they might qualify to be typists; that the Public Health Service is spending 
money to telegraph vital statistics offices in States to know how many marriage 
certificates were issued during the preceding month; that the Agriculture Depart- 
ment has been selling butter to Italy at 15 cents a pound while the Army is buying 
oleomargerine at 254 cents a pound; that the Pre: ident is requesting millions to 
subsidize medical students to fill a shortage of doctors and nurses at home while 
the ECA is sending Public Health Service doctors, nurses, and scientists to out- 
landish places in Burma; executive branch agencies estimate that in the coming 
year they will increase their mail at the rate of nearly a million pieces a day for an 
average of at least one letter a month for every man, woman, and child in the 
United States; that the Air Force is planning to buy nearly $2' million worth of 
refuse trucks at $12,109 apiece as compared with $6,000 trucks used for collecting 
refuse in the Nation’s Capital; etc. 

These are a few examples of waste, extravagance, etc., selected from the thou- 
sands of items in the Federal budget. They not only illustrate waste, but by 
the space consumed, the language required, and the time it takes to read them 
they also illustrate why those who criticize waste and extravagance in the Federal 
bureaucracy must, on most oeeasions, refer to the subject in general terms. 

[ trust that the constant drumming of platitudes about biggness of bureaucracy 
and biggness of global responsibilities by the professiona ul bureaucrats will never 

lull the competent and capable employees of the Bureau of the Bu 1 into relaxing 
their efforts to ferret out and eliminate waste and extravagance 

5. Of course there are big program issues. Of course tremendous reductions 
ean be made in elimination of programs specifically prescribed by law. But th 
Chief Executive has some responsibility of leadership in sucl reductions. T 
date such leadership has not been manifest. [do not reeall any suggestion as to 
the repeal or the curtailment of any such programs by the Chief Executive since 
we started postwar atronomical budgets. On the contrary, we have a stubborn 
and persistent recurring demand—backed up by high-powered, expensive props- 
ganda-—for such new gigantic programs as the Brannan plan for socializing agri- 
culture, the Ewing plan for socializing medicine, the Preside nt’s committee plan 
for unconstitutional civil-rights programs; and, the Kevserling plan toe expanding 
socialized housing, and the program for federalizing edueation. 


Senator WituraMs. Mr. Chairman, could I direct a question along 
the lines of cutting down this personnel? There are certain things 
that I think the Bureau of the Budget can do that maybe they have 
not done, and I refer specifically to either your 1948 or 1949 budget. 
I know that is going back, but it is just an example of the point. | 
got the story of this out of your own budget that was submitted to 
Congress. It was the United States Spruce Corp., and in the budget 
you requested Congress to give you some more money to help liquidate 
this corporation which Congress had authorized the liquidation of 
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in 1920, and it followed down all through the years, and in 1948 
and 1949 you were still asking us to help liquidate that corporation, 
and in your budget you asked us to provide for the money to furnisl, 
the salary for one man, the president, a chauffeur for the man, a 
Cadillac car, and a secretary and an administrative assistant; thos: 
were the personnel. 

Now, I checked further, and the only business that that corporation 
had was that they were liquidating the assets of the firm, which was a 
conditional sales contract where it had sold a railroad. Everything 
had been done—everything had been sold before, and there were two 
semiannual payments on the principal and interest that were coming 
into that corporation. In other words, they only handled two semi 
annual payments a vear. They were sending those on in here to th 
Treasury Department, and for those two collections a year—and 
this is all set out in there, it developed that was all, and you had con- 
tinued that vear after vear asking us to put up the money and to 
extend it and liquidate it, and last year you requested it again, anc 
it, was only when Congress put the deadline on it to fire them and gre 
them off in 30 days, we finally did it, and you cannot say you did not 
have the personnel because it took a lot of personnel just to write it up 
Why didn’t you close it up? 

Mr. Staats. If you have the material on it 

The CaatrMan. What corporation was that? 

Senator WititrAMs. That was the United States Spruce Corp., and 
that shows the list. You had a chauffeur for the president, and a ca: 
all to go down to an office, apparently, to collect two conditional sal 
contract payments—I mean two payments. 

Mr. Sraats. I am not personally familiar with it. 

Senator WiiuiraAMs. I think you should study that corporation. 

Mr. MacPurati. The liquidation of the United States Spruce Corp 
is quite a famous event that went on for some vears, as you point out 
I] recall it in connection with the 1948 budget 

Senator WriutaMs. It took 48 actions of C ongress to kill it. 

Mr. MacPuait. We would be very happy, though, to submit for 
the record or to you, Senator, the decisions which underlay putting 
it in the budget for 1948. 1 do remember the situation. 

Senator Witurams. I remember it. You can submit it for th 
record, because I think it is very interesting for those who have not 
read it, and I am glad to say that it, was finally killed, but the ae 
way we killed it was to just have the Congress include a little amen: 
ment that all the men were to be lost and off the payroll, fired by. 
certain date. I think it is dead; I do not think you transferred j 
I have not found it any more. 


Mr. MacPuait. We will look for it 
Unitrep SraTves Spruce PropuctTion CORPORATION 


On June 28, 1922, a suit for dissolution of the Corporation was filed in 
Superior Court of the State of Washington by the United States as a stockholder 
Of the remaining assets at that time, the principal one was notes receivable fro 
the sale of the Port Angeles Western Railroad on June 17, 1922. Under th 
terms of the sale, title remained in the United States Spruce Production Corpora 
tion until all deferred payments were made. In 1929, the railroad was sold | 
the Sol Due Investment Co., of Port Angeles, Wash. The operation of 1 
railroad was unprofitable, and was complicated by the imposition of State taxe- 
on the purchaser’s equity in 1937. At that time, suit in foreclosure was instituted 
the property retaken by the United States Spruce Production Corporation, and 
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was resold to the Sol Due Investment Co. Unprofitable operations continued, 
and it was necessary in 1939 to extend the time for completion of final payment. 
The final decree of dissolution was entered on December 12, 1946, and unpaid 
balances on the outstanding notes transferred to the War Department for collection. 

The long delay in liquidation of the Corporation was due to the fact that it was 
not possible to dispose of the logging railroad owned by the Government, and it 
was necessary that some agency protect the interests of the Government in the 
matter. It should be noted that:the Corporation was under the jurisdiction of the 
Superior Court of the State of Washington in liquidation proceedings during the 
entire period. 

The Government Corporation Control Act (Public Law 248, approved Decem- 
ber 6, 1945) required that budgets of wholly owned Government corporations 
be transmitted to the Congress as part of the annual budget. The first submission 
under this act was the corporation supplement to the 1947 budget, on May 2, 1946. 
Since then the corporation budgets have been included in the regular budget 
locuments. 

Statements and schedules pertaining to the United States Spruce Production 
Corporation appeared for the first time in the budget for fiscal vear 1947 in 
accordance with the above-cited act. In the middle of that fiscal vear (December 
12, 1946) the Corporation was dissolved by judicial decree, and operations were 
terminated. Since, in order to facilitate comparisons, it is standard budgetary 
practice to show the actual and estimated figures for the 2 vears preceding the 
budget year, the schedules showing the financial operations of the Corporation 
in fiscal vears 1946 and 1947 were included in the 1948 budget, and the schedules 
covering Operations in fiscal year 1947 were included in the 1949 budget. Thus, 
although the schedules were included in the 1948 and 1949 budgets in order to 
report fully and completely on the operations of the Corporation to the time of 
liquidation, no new appropriations were requested in either year 

(See United States: Budget, Fiscal Year 1948, p. 1343, and United States 
sudget, Fiscal Year 1949, p. 1249.) 

Senator WituiAMs. The significant part of it is that they had been 
out of the tree business since 1922, and they had a little railroad up 
there, and they sold it in two payments, and they collected only two 
payments a vear, and it would have been a very simple matter, as 
Congress told you to do years ago, instead of letting the payments 
come right into the Treasury, to collect, it would not cost anybody 
anything to collect it, and jt was a hundred percent waste. 

Senator Tarr. Has the witness finished his statement? 

Mr. Sraats. Not quite. I would like to say apropos this remark, 
we did liquidate the Philippine War Damage Corporation. We 
liquidated that one ahead of schedule. 

Senator Wituiams. Maybe we found out how to do it. 

Senator Tarr. But now we will have a Korean War Damages 
Commission. 

Mr. Sraats. I have two paragraphs remaining here 

The CHatrMAN. Yes, sir. 

Mr. Sraats. | believe very strongly that we must make reductions 
wherever possible, and that we must push for proper organization and 
efficient management in the conduct of Government affairs. The very 
size and complexity of the Federal program makes it doubly impera- 
tive that all of us in Government insist that the taxpaver receive a 
full dollar’s worth of service for every dollar spent 

However, it is important to recognize that improvements in manage- 

. . . ‘ | @ 

ment and organization—essential as they are—cannot by themselves 
rn » : ,: ; . 

balance the budget. The budget deficit cannot be explained in terms 
of the numbers of Federal personnel or the alleged duplication of 
Government agencies. There is no valid basis for assertions that vast 
sums of money can be saved by “eliminating waste and duplication 
in the Federal bureaucracy.” The big issue in the budget are program 
issues—programs which have been requested by the people and 
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approved by the Congress. To reduce Federal expenditures sub- 
stantially requires the major reduction in, or the elimination of 
programs specifically prescribed by law. 

That concludes my statement, Mr. Chairman. 

The CuarrMan. In other words, real ec onomy in this Government 
has got to be made by the elimination of certain functions that wi 
have undertaken. 

Mr. Sraats. That is our strong conviction. 

Senator Tarr. Mr. Chairman, I have here the rates of e xpenditure 
military and total, for some period. Evidently you have it by quarters 
up through fiscal 1953. 

Mr. Sraats. We have it by quarters. 

Senator Tarr. Is that correct, that you have that estimate? Would 
you attach that so that we have a picture of the way the budget grows 
each quarter, the rate each quarter? It is a little easier to understand 
in terms of annual rate, four times the quarter, but whichever way 
you want to do it, | would like to have for each quarter the rate o! 
military and total expenditure. You see, that is what we need 
judging the taxes and how fast we need them. 

Mr. Staats. We have them by total expenditures quarter b) 
quarter, 

Senator Tarr. Yes. And also you have the total military expendi 
tures in each quarter apparently. 

Mr. Staats. Yes. 

Senator Tarr. Or military plus foreign aid. If you do that, 
would be obliged if you would attach that to your testimony. 

Mr. Sraats. We would like to supply that if we could insert som, 
narrative. 

Senator Tarr. You have it here by years, annually, but I would 
like to see it by quarters to see how you think the program is going 
to grow. 

Mr. Sraats. Yes, sir. 

(The information referred to is as follows:) 

The estimates requested follow. They should be qualified by the same con 


siderations mentioned with respect to the estimates requested by Senator Byrd 
(See p. 141.) 


Estimated quarterly projection of budget expenditures, fiscal years 1952-5 


{Annual rates. In billions] 


Major national security programs 


| Allother! Total ex 
| Defense Depart-| programs) penditur: 
ment military | Other | Total | 
and MDAP 


Fiscal year and quarter 


32.8 | .4 | 37. | 
39. 3 5. 5. 
43.6 | 6.4] 50). 
52.4 2} 59. 6 


42. i. 48 


53. 0-63. .6 | 60.6-70.6 | 
54. 0-64. 5.8 | 60.8-70.8 
56. 0-66. 5.6 61. 6-71. 6 | 
57. 0-67. 0 | 61.0-71. 


Total___. 55. 0-65 3.0 | 61.0-71. 
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Senator Tarr. It is a very difficult thing to judge. Hasn’t there 
been much more of a lag in expenditures ‘than any of these people 
expected? 

Mr. Sraats. The revision of the estimate that we made on the 
military itself from January to the present time comes about in part 
from slippages on production schedules, but it comes about, in part, 
from the fact that we did not have the detailed figures before us in 
January. We included only a tentative estimate in January, so that 
part of this revision comes about as a result of our detailed review of 
the budget. 

Senator Tarr. Have you any idea at all how far in advance of the 
expenditure figure you are using here, you might say, the inflationary 
effect of the letting of contracts takes place? Of course, when you let 
a contract, that man goes out and buys all the materials, and a little 
later he begins to pay labor on that contract before the Government 
pays anything. Is there any way to guess the inflationary effect of 
those things in advance of actual expenditure, say it was 6 months or 
do you have any idea what it is? 

Mr. Sraats. It is very difficult to judge when this takes place, 
whether at the time of the letter of intent or whether the time the 
budget is submitted. 

Senator Tarr. Of course, it would be different for every contract. 
But 1] just wondered about a general average. Undoubtedly the 
inflationary effect takes place before the actual 

Mr. Staats. Mr. Cohn might be able to speak to that 

Mr. Coun. We have discussed, Senator, with the staff of the Joint 
Committee on the Economic Report and with the staff of the Council 
of Economic Advisers, and many university people who have been 
interested, and we have just not been able to work up any satisfactory 
kind of a lag or gap that will fit the situation. The contracts are so 
varied, some of them for aircraft which have lead times in excess of 
year, some of them for equipment with lead times of 3 to 6 months, 
that anything we do just is not good enough to use for any firm policy 
conclusion. 

Senator Tarr. We just _ that it is some months ahead. 

Mr. Coun. That is right, 

Senator Tarr. Tliat is all. ae know. 

The CuarrmMan. Anything further, Senator Taft? 

Senator Tarr. I do not think | have anything else. 

The CuHarRMAN. Senator Williams? 

Senator WinuiaMs. No. 

The CHarrMAN. Senator Millikin? 

Senator MILLikin. No. 

The CuarrMan. Senator Williams, is there anything else you wish 
to request from the Budget at this time? 

Senator Tarr. What is your last estimate on this year’s surplus 
now? 

Mr. Sraats. On 1951? 

Mr. Coun. We think the expenditures, sir, will be about 44.5. 
I looked at the June 27 daily statement this morning just 2 days to 
vo, and on the basis of that, I think it will probably be about 44.4 
or 44.6 billion of expenditures. 

Senator Tarr. And the surplus then will be how much, somewhere 
between three and four? 
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Mr. Coun. It looks like it will be in the neighborhood of $3.5 
billion. 

Senator Tarr. Three and a half billion. 

Mr. Conn. But the June 15 collections are tapering off, and just 
how much will come in in the last few days is subject to—— 

The CuatrMan. The Treasury estimated, Senator Taft, yesterday, 
that the cash yesterday was 4.312, but there would be about a billion 
dollars that would have to go out at the very end of this month, 
tomorrow, so that would pull it down to about 3.300. That is the 
nearest we could get. That is the best the Treasury said it could 
give us. 

Senator Tarr. When do we get that figure, as soon as Monday? 

\Mir. Conn. The final daily statement will be available Tuesday 
morning, and the Treasury might have it over to the Printing Office 
Monday night, sir. 

The CrarrmMan. You cannot shed any light on that, can you, 
Mr. Pechman? 

Mr. Pecuman. I think what was said is correct, sir. 

The CHarrMAN. You will have it on Tuesday anyway? 

Mr. Pecuman. Yes, sir; Tuesday morning. 

Mr. Sram. It looks like about 3.5. 

The Cuatrman. All right. If there is nothing further, we will 
conclude. 

Mr. Sraats. Mr. Chairman, I would like to express my apprecia- 
tion for the courtesy of the committee. It is a very difficult problem 
to proceed on in a short period of time. 

The CHAIRMAN. We certainly would like to express our apprecia- 
tion to you and your staff, and we may call vou back sometime 
during the hearing. 

Mr. Sraats. We will be glad to come here. 

The CuarrmMan. It takes a long time for us to digest these very 
difficult budgetary problems, and so we may have to have a renewal! 
of our review. 

Mr. Sraats: I have been there a long time, and even I get mixed 
up on it once in a while. 

The CHatrMan. Well, we appreciate your appearance very, ver) 
much, and that of your staff. Thank you very much. 

We will recess until 10 o’clock on Monday. 

(Whereupon, at 1:15 p. m., the committee adjourned, to reconven: 
at 10 a.m., Monday, July 2, 1951.) 
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MONDAY, JULY 2, 1951 


UNITED STATES SENATE, 
COMMITTEE ON FINANCE, 
Washington, 7 ts 

The committee met pursuant to recess at 10 a. m., in room 312, 
Senate Office Building, Senator Walter F. George 
siding. 

Present: Senators George (chairman), Connally, Kerr, 
Millikin, Taft, Butler (Nebraska), and Flanders. 

Also present: Elizabeth B. Springer, chief clerk. 

Colin F. Stam, chief of staff, Joint Committee on Internal Revenue 
Taxation. 

The CuHarrMan. Let the committee come to order. 

Mr. Stam, we will start with you this morning. A few days ago 
you appeared before the committee in executive session and gave an 
explanation of the bill. You were unable to complete. You may 
proceed until Mr. Johnston comes. I believe you were on the subject 
of withholding of dividends. 

Mr. Sram. Yes, sir. We were talking about withholding at the 
time the committee closed, withholding on dividends and interest. 

The Cuarrman. Now, will you explain this to us? I was detained 
at the White House that morning and did not hear your statement. 
I understand that the bill proposes withholding on all dividends, 
regardless of size; is that right? 

Mr. Sram. That is right. The wanes tax is imposed at a rate 
of 20 percent. That is straight across the board. It applies to the 
ordinary corporate dividends and to certain payments made by stock- 
holder in lieu of dividends—that is, the short sale transaction that we 
had in the bill last year—and to interest on registered or coupon bonds 
of corporations, interest on deposits with stock brokers, and interest 
on amounts held on deposit by insurance company, and interest on 
Federal tax refunds. 

The withholding provisions would apply to dividends and interest 
payments made after December 31, 1951. In other words, they would 
not go into effect until next year. 

Senator MiLuikin. Does it apply to securities which are up for 
collaterial? 

Mr. Stam. It would apply to any payment of interest. In other 
words, it does not apply to obligations between individuals. It is 
only corporations, 

The interest withholding provisions do not apply to interest on 
Government bonds or to interest on bank deposits. The dividend- 
withholding provisions do not apply to the ordinary type of patronage 
dividends of cooperatives. 
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Now, the bill that came over last year required withholding on th: 
cooperatives, and also on the mutual savings banks and building and 
loan associations. Under the House bill, they took out entirely any 
provision requiring withholding on these patronage refunds and also 
on the interest on deposits paid. by mutual savings banks and building 
and loan associations. 

Senator Tarr. By the way, was there a very close vote in the House 
committee on the question of taking out taxes on cooperatives and 
building and loan associations? I saw some column where they 
mentioned that. 

Mr. Stam. There was quite a close vote. 

Senator MiLiikin. What were the stated reasons? Not the actual! 
reasons, but the stated reasons? 

Mr. Stam. I might say, on this question of withholding, here is this 
problem that they were faced with in regard to the cooperatives. You 
see, in your consumer cooperatives, the dividends, generally speaking, 
paid by them are not income to the payee. It is merely a reduction in 
the price. So the House people felt that if you just had withholding, 
the burden would fall entirely on farmers’ cooperatives and not on the 
consumer. Of course, there are ways of applying the tax to consumer 
cooperatives. 

Senator Tarr. They turned down the question of taxing it, did 
they not, taxing any dividends at all? 

Mr. Sram. First they turned down the proposition of levying a tax 
on farmer cooperatives and mutual savings banks and building and 
loan associations. 

Senator Tarr. That was turned down by a close vote? 

Mr. Siam. That was turned down by a fairly close vote. 

Senator Tarr. But of course, having turned that down, there 
would be no sense in withholding them. There would be nothing to 
withhold. 

Mr. Stam. Then on withholding, in the case of these patronage 
refunds, they do constitute income to the patron. 

The CnatrMan. To the individuals? 

Mr. Sram. To the individuals. 

Senator Tarr. I thought patronage refunds just went to reduce his 
expenses doing business as a farmer. 

Mr. Stam. It does enter into the computations of gross income 
So it does constitute income, vou see, to the patron, and be is sup- 
posed to include it in his return. So you could have required with 
holding on those dividends. But when you got around to the ques- 
tion of the consumer cooperative, you could not say it was income to 
the consumer, because most of those purchases are not in connection 
with business; they are merely personal purchases for goods to be 
used in the home, and it constitutes, according to the rulings, a mere 
reduction in price. It does not constitute income. 

Senator Tarr. Take these dividends. Why is it not possible for 
our corporations to file all payments of dividends and simply do a 
clerical job of going right through the thing? Are there not caicu- 
lating machines and IBM machines that would take those things and 
check them against the corporation returns and the returns of divi- 
dends by individuals and get a check on it? Could not a smart fel- 
low get up a machine that would simply require just one operation 
for taking every return and running right through them? You do 
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not have to audit a return. That may take a little more time. But 
[ cannot understand why the checking of dividends cannot be done 
in an almost automatic way, and, with a proper IBM machine, 
turning that thing up in a minute. 

Mr. Sram. Of course, you have a lot of dividends paid to nominees 
you know. 

Senator Tarr. Pardon me? 

Mr. Stam. You have a lot of dividends paid to nominees that are 
not the real owners. 

Senator Tarr. Those have to be checked. You will have to check 
that. If they have not returned them as thei ‘ir dividends, send them 
an order and say, ‘Whose dividends are they? 

Mr. Sram. We had discussions with many of these outside groups 
on withholding, and they indicated, for example, last year that they 
had a lot of difficulty with withholding receipts, requiring these with- 
holding receipts to be furnished to the individual rec ipient, as in the 
case of wages. You furnish a withholding receipt, you know, to the 
wage earner. And that is sent in, you know, to the Bureau. But 
the corporations and people that have to make these accounts out 
said that that would put a tremendous burden on them. 

Senator Tarr. That is if you have this withholding. But if you 
do not have withholding, if they simply have to report to what indi- 
viduals they paid dividends, surely they must have those lists all 
made up. 

Mr. Stam. You see, if they have to file these duplicate lists, they 
claim they do not have the machines to prepare the duplicate lists 
that would be required, to send one in for all these people that they 
pay dividends on. Now, that is the reason why, when we had these 
conferences with them, we worked on this problem, and it was deter- 
mined that if we could just have a straight across-the-board with- 
holding on the entire amount of dividends paid out without any 
regard to whom they were going to, they said they could handle it 
all right, and that would be much less burdensome than requiring 
information returns for the small amounts of each individual ree ipient. 

Senator Tarr. They have to pick out everybody that gets more 
than $100 today and do it. I cannot see why they cannot do it just 
as easily through the whole bunch. It would be just an automatic 
proposition. They have a list of stockholders. They have them on 
cards, maybe. But they can run through them and make the list 
Any corporation at the request of any stockholder has to furnish them 
a list of the names of stockholders. 

Mr. Stam. But you see, they have a tremendous list. Take 

T. & T. 

Senator Tarr. That is a long list, surely. 

Mr. Sram. And they have to go through and pick out duplicates 
later. It is quite a problem, they say. 

Senator Tarr. I do not see why the list is not right there. They 
have to pay the dividends. Surely it is easier to make a list than it is 
to pay the dividends every month or every quarter, which they do. 

Mr. Sram. You see, under the bill if you adopt this withholding 
system straight across the board, that would relieve them of the 
withholding of returns. 

The CuarrMan. Is that the House program? Is that the House 
scheme? 
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Senator Tarr. Twenty percent across the board. 

Mr. Sram. That is right. 

The CuarrmMan. Across the board. And the corporation simply 
remits it to the Treasury in a lump sum? 

Mr. Sram. That is right. 

The CuarrMan. Without anybody’s name? 

Mr. Sram. That is right. 

Senator FLanpers. Mr. Chairman—— 

Senator Tarr. Without any names? 

Senator FLanpERs. Yes. 

Mr. Sram. Then the taxpayer, on his return, knows the net amount 
of dividends that he has received. And he can increase that by- 

Senator Tarr. That is rather a violent assumption for the peopl 
not making any returns. They have forgotten all about it. 

The Cuarrman. Mr. Johnston has arrived, Mr. Stam. We shall 
have your explanation later so that we may hear Mr. Johnston now. 

Mr. Sram. Thank you. 

The CHarrmMan. Will you step forward, Mr. Johnston? 

Mr. Jounsron. I am sorry, gentlemen. The traffic delayed me 

The CuarrMan. We are glad to have you. Those traffic conditions 
are a little off this morning because of the transportation strike. 


STATEMENT OF ERIC JOHNSTON, ADMINISTRATOR, ECONOMIC 
STABILIZATION AGENCY, ACCOMPANIED BY G. GRIFFITH 
JOHNSON, ECONOMIC ADVISER 


The CuarrmMan. Mr. Johnston, have you a prepared statement you 
wish to submit to us? 

Mr. Jonnstron. I do, Senator George. 

The CHarrmMan. Very well. We shall be glad to hear from you. 
You would rather not be interrupted until you finish this statement? 

Mr. Jounsron. I think that would be preferable, Senator George 

The CHarrMan. Allright. You may proceed with your statement, 
and after that, if there is questioning, you will be glad to assist us as 
far as you can, I am sure. 

Mr. Jounsron. Yes. 

At the very start of my testimony today I want to get on the record 
that I am in no sense an expert on the technical phases of revenue 
legislation. As a businessman, I have had to live with the tax laws 
and comply with them, and, to the extent that I could, understand 
the provisions dealing with my own businesses, but I cannot match 
the members of this committee in knowledge or background in this 
vast and complex field. 

! am making this qualifying statement so there will be no misunder- 
standing as to my purpose here. It is not to presume to tell you how 
I think you should write this bill section by section and item by item 

But in the Economic Stabilization Agency we have been handed 
some pretty complex problems of our own and we are trying to do the 
job assigned to us, however distasteful the job of imposing controls on 
the economy of America happens to be to me. Since your job ol 
raising taxes is undoubtedly distasteful to you, | hope we have your 
sympathies in our job to the same degree that you have our sympathies 
in yours. 
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And I want to say quite frankly that we need your help. The final 
structure of the tax bill on which you are now working will have 
tremendous, if not overriding, influence in determining the success or 
failure of the efforts to stabilize the economy during this grave 
emergency in our national life. 

Everything I have to say today is predicated 0» the assumption 
that we are going to continue our defense production and rearmament 
program substantially along the lines delineated so far by the Congress. 

I assume, too, that even a cease-fire in Korea, should it come about, 
would not be regarded by the Congress as a signal for the emergence 
in the very near future of an altogether new world order secure 
against Communist aggression. I assume that the Congress agrees 
the Communists are not yet ready to turn from a policy of imperialism 
and world conquest to a new policy of trust, understanding, tolerance, 
and peace. 

In other words, I assume we are both looking at this tax problem 
today from the same viewpoint—in terms of a billion-dollar-a-week 
mobilization program. 

In view of this, then, what is the function a new tax bill should be 
assigned? Should it be to keep our defense spending on a pay-as-we- 
go basis and thus avoid deficit financing, or should it be merely to 
raise a little more revenue and thus give us a slightly smaller operating 
deficit? 

I think it has to support the first function, pay-as-we-go. I believe 
deeply that our tax policy must be on this basis if we are to prevent 
inflation from imperiling the buying power of the dollar—the buying 
power not only of the consumer’s dollar but of the Government’s 
dollar, too. 

Pay-as-we-go taxation is essential to a stabilized economy. Without 
it, we face deficit financing, and consequently enlarged purchasing 
power, with no additional supply of civilian goods and services for 
this greater purchasing power to buy. 

Our job of preventing inflation even with a balanced Federal 
budget is already about as tough a one as | would care to undertake. 
We cannot be absolutely sure we can lick inflation in the next few 
years even with balanced Federal expenditures and receipts. Weaken- 
ing of price and wage control provisions of the Defense Production 
Act would make the job vastly harder than it already is. Failure to 
provide adequate taxation would make the job almost impossible. 

I say that sincerely and with complete conviction. 

Let me tell you why | take such a dim view of finding any painless 
way to stabilization. 

Suppose we utilize our resources as efficiently and effectively as 
possible to increase our production of military and essential eivilian 
goods. 

Suppose we apply sufficiently stringent credit controls to prevent 
borrowed money from being used to bid up prices. 

Suppose we maintain a balance between prices and wages and hold 
them in line. 

Now even if we do all those things but don’t raise taxes, we still 
face the prospect of an inflationary gap by mid-1952 of from $10 to 
$20 billions. 

This assumes, as I have tried to make clear, strong, not weakened, 
price and wage controls; strong, not weakened, credit controls; 
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strong, not weakened, policies of reducing unnecessary expenditures 
It assumes increasing production efficiency. 

There are so many variables in such a calculation, of course, that 
it is virtually impossible to predict the size of that gap precisely. | 
have to depend for my estimate on the best economic and fiscal 
informaiion I can obtain. And these are the figures I get—from $10 
to $20 billions. 

Senator Miuuikin. Fiscal 1952? 

Mr. Jounston. Yes. 

Senator Tarr. You say mid-1952. You were talking about that 
rate then? 

Mr. Jounsron. Yes; mid-1952. 

Senator Mriiikin. May I pursue that question a little further? 
Are you referring to a total deficit of from $10 billion to $20 billion 
at the end of the fiscal year, or are you talking of a rate predictable 
from the middle of 1952? 

Mr. Jounsron. From the middle of 1952; that is, an inflationary 
gap which is estimated to be at an annual rate of $10 to $20 billion 
by midealendar year 1952, which is the end of fiscal vear 1952. 

Senator Kerr. As of the middle of 1952, as I understand it. 

Mr. Jounsron. That is right, Senator. 

Senator Kerr. It will have increased by that time so that it will 
have reached that level? 

Mr. Jonnston. That is right, Senator; that level. 

That represents the estimated difference between the disposable 
income in the hands of consumers and of business in the coming vea 
and the current dollar value of the goods and services which will be 
available for civilian purchase. 

If we were to drop our defense production and rearmament. program 
completely right now, the problem would not exist. 

We would, however, have an altogether different problem such as 
I personally would not like to contemplate—the problem of defend- 
ing ourselves and our freedoms against a foe who is patiently waiting 
for us to drop our guard. I think all Americans recognize this, and 
would want neither to drop our defense effort at this time nor even 
significantly reduce its accelerating speed. I certainly hope we do 
not reduce it. Most of us, 1 am sure, would gladly pay, whatever 
the cost, to insure the survival of our freedom in a world in which 
freedom can exist. 

So the basic issue continually comes around to that one central 
question: Do we need a defense effort in the vast proportions we 
have decided upon? I think we must depend largely upon our best 
military brains for the answer to that. I am willing to take thei 
answer. 

Senator Tarr. I understand they recommended $100 billion, and 
the President eut it down to about $50 billion. Are you taking thei 
view on everything? Who is it that takes this view? Does the 
military or do civilians make the final decision? 

Mr. Jonnston. Senator Taft, I did not know that they recom- 
mended $100 billion. 

Senator Tarr. I only saw that in the paper. I did not verify it. 

Senator Kerr. As one member of the committee, I will not say 
that that is conclusive evidence, not even if you saw it in a pretty 
good paper. 
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Mr. Jonnsron. If you are agreed we must go ahead with the present 
mobilization program, then it is our conviction in ESA that the 
Congress must provide the economic weapons—to enable us - 
mount such an effort without destroying our strength internally by 
inflation. 

The inflationary gap can be made up only by increased taxes and 
increased savings. Otherwise, the gap will sooner or later explode in 
inflated prices. Unless temporarily restrained by peter: price and 
wage controls, this could set off a new spiral of inflation. 

Inflation is a tax on each American, as you know. But unlike the 
kind of taxes you gentlemen can devise, it is a tax which falls hardest 
on those least able to pay. It is a tax which brings famine to the 
poor; suffering, disillusionment, and despair to the lower-income 
groups, and to those on fixed incomes, such as the social security pen- 
sioners for whom you provided increased benefits just last vear. 
Those benefits have been eaten up already in inflation. 

Inflation is exactly like the dope habit which has recently come so 
shockingly to public attention as a result of the work of another com- 
mittee of the Senate. Unrestrained inflation in the kind of distorted 
production economy we must sustain in the next few years would be 
as habit-forming and as debilitating as a narcotic. You can cure the 
dope habit and you can cure the inflationary habit, but it takes 
Spartan measures. 

For the fiscal year which ended at midnight Saturday, we were 
most fortunate in having a budget surplus of something over $3 
billion. That surplus was, in a large measure, due to the foresight of 
this committee and of the Congress in enacting revenue bills last 
September and last January. It would be pleasant, indeed, if we 
could see ahead a similar surplus—or any surplus—for the current 
fiscal year at current tax rates. 

Senator Tarr. However, the surplus is due more to the failure to 
spend the money that was given, more than to any new taxes. 

Mr. Jounston. [ think that is probably true, Senator. 

Senator Tarr. It was low expenses, rather than the other thing. 

Senator Mruiikin. I think that is commendable. 

Mr. Jounston. I think it is a commendable situation, too. 

Senator Kerr. I want to say, Mr. Chairman, that | would like to 
thank the witness for congratulating us on our accomplishment, even 
though our contribution was small. 

The Cuarrman. We contributed to it to the extent of $10 billion, 
which is not — I would say. 

Se ‘nator Kerr. I do not think so. But that was the tenor of the 
Senator’s remarks. 

Mr. Jounston. Even thé tax rates contemplated in the bill now 
before you, as it passed the House of Representatives, cannot be ex- 
pected to provide us with a surplus at the end of the 1952 fiscal year, 
beginning this week. Quite the reverse can be expected. 

Depending upon what modifications the Congress may make in 
spending programs, our expenditures for this current fiscal vear will 
run to an estimated $68 billion. Secretary Snyder testified, 1 think, 
before you last week that current taxes will probably yield about 

$58% billion. That means, if we do not raise taxes at all this fiscal 
vear, we will run a deficit of about $10 billion. 





220 REVENUE ACT OF 1951 


It means that if you pass the House bill, you would bring in—over 
a full year—an additional $7.2 billion. But the House bill would 
not become effective under its present terms until September 1. So 
even if it were enacted immediately it could bring in not $7.2 billion 
this fiscal year but substantially less—about $44 billion. 

A $10 bi lion bill enacted immediately, with increased rates to take 
effect today, could avoid a deficit in this fiscal year in the Federal 
budget. That, of course, is impossible, but for every cent less than 
this amount, you must cut corresponding amounts out of the appro- 
priations bills Will it be done? Can it be done? Is it safe to do it? 

That is the nature of the problem. I could say it is your problem 
but it is not just your problem. It is the problem of every American 
[t is certainly a problem that we in the Economic Stabilization Agency 
must take into account in carrying out our assignment from the Con- 
gress. 

When I say that prices and wages will go up if we do not have a 
sufficiently strong tax program, I mean that is true no matter what kind 
of a price and wage control bill the Congress finally gives us. 

Senator Mituikin. Will not wages go up if you do have a sufficiently 
strong tax bill? 

Mr. Jonnston. Yes; I think they will go up; there is no question 
about it. 

On paper, in theory, ESA can hold prices and wages tightly in lin 
by ukase, by decree. But as a practical matter, you gentlemen know 
that price controls cannot hold and wage controls cannot hold for a 
protracted time if stern steps are not taken to keep purchasing powe' 
within bounds. With excess money in their pockets and limited goods 
on the shelves, people naturally will try to buy the things they want. 

Siphoning off that purchasing power through added taxation is not 
going to please the people who pay the taxes. No one likes to pay higher 
taxes. You gentlemen don’t. I don’t. The wage earner or the 
corporation president, the stock broker or the small retailer, have a 
common view of taxes which affect them personally, and it is, of course, 
a critical view. 

But we are buying something precious with our taxes. We are 
buying what we cherish most—a way of life 175 years old this week—a 
way of freedom. 

The men who bought our freedom for us 175 years ago—with their 
lives—didn’t make the purchase outright. They made the down 
payment. Americans have been meeting the regular payments eve! 
since at tremendous cost in blood and taxes. I think it is up to us to 
meet our payments when due. 

Now, gentlemen, I would like to show you, before we proceed furthe1 
a few charts that | think might be of some interest. 

Griff, you might want to ‘explain this chart. 

Senator Kerr. If you get it a little farther back, the gentlemen of 
the press can see it. 

Senator Mitiikin. Do not get it back so far that no one can see 1! 

Mr. Jounston. These bars represent the increase in production and 
total expenditures, these two, from the second quarter of 1950 to the 
first quarter of 1951. 

Senator Mituikin. Are you talking in volume or in dollars? 

Mr. Jonnsron. Production is in volume, and expenditures are 1D 
dollars. In other words, production went up about $20 billion, in 


phy 
the 
S 
proc 
that 
duet 
V 
iner 
S 
\ 
pric 
pric 


iN pNDiryADsHRm ZPD. 


Pf) > TD wed 


ss wl ow 


sen 
mo) 
S 


me 





over 
ould 

So 
llion 


take 
lera! 
than 
»pro- 
lo it? 
m 

ican 
ency 
Con- 


ive a 


kind 


ently 


stion 


v lin 
Know 
for a 
OW Cl 
7OOUdS 
want. 
is not 
igher 
r the 
ave i 
yurse, 


el 

their 
down 
3 evel 


us to 


rther 


nen of 


see if 
ym and 
to the 


are 11 
on, in 


REVENUE ACT OF 1951 221 
physical terms, and expenditures went up $40 billion in money terms, 
the difference being the increase in prices that we had in this period. 

Senator Mriuirkin. Let me get this straight. Starting with your 
production, forgetting for a moment the prices that are put upon 
that production, are you talking about an increase in units of pro- 
duction? 

Mr. Jonnston. That is right; increase in units of production; 
increase in spending in current dollars. 

Senator FLANDERS. How do you subtract units from dollars? 

Mr. Jonnston. This increase in production is valued at constant 
prices. It so happens that it is valued at the fourth quarter of 1950 
prices. 

Senator FLanprers. Then it is dollars? 

Mr. Jonnston. Let us put it in real terms. It does not reflect 
any increase in prices. 

Senator Kerr. What it means is $20 billion of production more 
than had previously been produced. 

Mr. Jounston. That is right. 

Senator Kerr. But in terms of 1950 dollars? 

Mr. Jounston. That is correct, sir. 

Senator Kerr. The base line there being the starting point, both 
for the rate of production and the amount of available money in 
the hands of people to spend; is that the idea? 

Mr. Jonnston. Thatiscorrect. In physical terms production went 
up $20 billion. 

Senator Tarr. From when to when? 

Mr. Jonnston. From the second quarter of 1950 to the first quarter 
of 1951. 

Senator Tarr. Give us the dates. The second quarter of 

Mr. Jonnstron. 1950. 

Senator Tarr. You mean, pre-Korea? 

Mr. Jounston. Yes. 

Senator Tarr. You are talking about calendar years? 

Mr. Jounston. Yes. 

Senator Tarr. The second quarter of 1950 

Mr. Jonnston. To the first quarter of 1951. 

The Cuarrman. That would be from July 1950 to January 1951? 

Senator Tarr. Nine months? 

Mr. Jonnston. Six months. 

Senator Miiurkin. The physical volume of production increased, 
and in terms of money; is that right? 

Mr. Jonnston. Yes. 

The CuarrMan. That commenced in April, then? 

Mr. Jonnston. To describe it another way, this $20 billion repre- 
sents physical increase in production; this $40 billion represents the 
money value of that increase in production. 

Senator Kerr. That is not what vou said awhile ago. You told 
me awhile ago that that brown line represented the increased rate 
of production in terms of dollars of 1950 value. 

Mr. Jounston. That is correct. 
Senator Kerr. You told me that the second column there represents 
he inerease in the amount of money which people had to spend. 
Mr. Jonnston. No, sir; I am sorry. This is the increase in the 
amount they spent. 
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Senator Kerr. The increase in the amount of money that peop|e 
spent? 

Mr. Jounstron. That is correct. 

Senator Kerr. Was it spent for that production, or was it spent 
period? 

Mr. Jonnston. It was spent—period. But if you had the total ba: 
on here—and the next chart does—the total of the production bar ai: 
the total of the expenditure bar would be the same. In other words 
the production would be equal in dollars to the expenditures. 

Senator Miuurkrn. I believe you would help us if before you 
further you would tell us what the ultimate point is of your chart. 

Mr. Jounston. All right, sir. 

Senator Mruirkin. Then we can follow your analysis. 

Mr. Jonnston. Here we can carry over to a projection from thi 
first quarter of 1951 to the first quarter of 1952, of the calendar vear 
This represents the increase in output, again valued the same wa 
as this, and this represents the increase in total expenditures, assuming 
we have an effective stabilization program. Now, an effective stabili- 
zation program would assume several things. First, it would assun 
in this projection a tax bill yielding about $10 billion. It woul 
assume sufhicient controls over business investment, inventories, ar 
so on, so that you would have an actual reduction in the amouni 
of business investment 

Senator Kerr. Business inventories? 

Mr. Jounston. Inventories, plant, and equipment. 

Senator Kerr. The only place you would have the reduction 
would be in the inventories, would it not? 

Mr. Jounston. No, sir 

Senator Kerr. How are they going to reduce the amount that 
they have in physical properties? 

Mr. Jounsron. This is the expenditure on new properties. Now 
they are already limiting, for example, commercial construction, s 
that it would be anticipated that there would be a substantial deecli: 
in the construction of theaters and stores, and so on. 

Senator Kerr. Generally, is what you are telling us that that r 
block there represents a desired reduction in the rate of expenditu 
for inventory, pls int and equipment? 

Mr. Jounston. That is correct, and also housing is in the! 
residential construction. 

Senator Kerr. Is your _ in residential construction to get t! 

rate below 850,000 units a year, or is that the goal you seek and th 
one you have in mind when you alee ribe a stabilized situation? 

Mr. Jounston. This assumes reaching a rate of residential constru 
tion I believe something a little below 850,000 units a year, or appro» 
mately that level. 

Senator Kerr. Now, Mr. Wilson recently announced, I though 
that the desired goal was 850,000. 

Mr. Jounston. Yes. But this reflects approximately that goal 

Senator Tarr. I do not want to interrupt there. But can’t you 
make a consecutive statement of what this is all about and what it !s 
that you were trying to tell us? Take the chart away and tell us whia! 
you are trying to tell us. 

Mr. Jounston. This is a chart leading up to this other one. 
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Senator Tarr. This had nothing to do with taxes directly. This is 
a question of holding down spe nding, so that your pressure will not be 
so strong. You can ‘hold this down by various methods. 

Mr. Jounston. The moral of this chart, very simply, is that unless 
we have the controls which are implicit in an effective stabilization 
program, instead of ne dollar expenditures at something like this 
level during the next ye - the re will be something considerably higher 
than that, and since ssaadiaselinen will rise only a relative ly small 
amount, the balance will exert considerable pressure on prices 

Senator Kerr. You are exerting a little pressure to get higher 
taxes to take that off, then? 

Mr. Jonnsron. Yes; that is correct. 

Senator Tarr. And the more effective your = sti abilization 
program is, the fewer taxes you need; is that the argument? That is. 
if you cut down all housing, if you check now the construction of 
automobiles so that the workmen do not get that money, 
not need to have taxes so much? 

Senator Kerr. I think what he is saying is that the more taxes 
you take, the less pressure there will be. 

Senator Tarr. In other words, what is it you are trying to prove 
to us now? You are trying to prove ultimately, | assume, that you 
have to have taxes. But can you begin at the beginning and tell 
what the story is? 

Mr. Jonnston. Let us show this other chart first. 

Senator Butuer. I think his objective can be seen in the top mark 
there on the right. He is attempting to show that with the stabili- 
zation program, we can accomplish those things. 

Mr. Jounston. This was a precedent to this chart showing all 
the things that are needed. Now, in this chart this is for the second 
quarter of 1950. It shows wages and salaries, farm income, business, 
professional and rent income, and other income, totaling $215 billion. 
Now, this is the consumer expenditures, savings and taxes, totaling 
$215 billion, and this was the supply for these consumer expenditures, 
and they were in balance. 

We take the first quarter of 1951. We show that wages and salaries 
have gone up to this amount, farm income in this amount, business, 
professional and rent in this amount, and the other in this amount, 
so that you have $241,600,000,000. 

Senator Kmrr. When was that? 

Mr. Jounston. The first qu: urte r of 1951. 

Now, your consumer expenditures have gone up to this amount, 
$205 billion. Here are your savings and here are your taxes. Now, 
this was the supply of goods and services avail: tb le, slightly higher 
than over here, and this price increase of $15,200,000,000 was the 
amount necessary to balance the expenditures. In other words, this 
was the money available for expenditures which was spent, but the 
goods and services were only this amount; so we had to have a price 
increase of that amount to compensate for it 

Now, over here is the projected first quarter of 1952. Again, wages 
and salaries are going up again, and, as you have notice .d here ther re are 
more people in ‘the labor force. overtime, and all these thing rs. The 
farm income is up, as you have noticed here, to approximately $20 
billion. Professional, business, and rental incomes are up to $35,000,- 
000,000 ; other income is up here another $30 billion, to $270,000,000,000. 


then you do 
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Senator Kerr. Is that your estimate of individual income? 

Mr. Jounston. That is right. Now, this over here is the firs‘ 
quarter of 1952. This will be consumer expenditure, providing we 
have a stabilized program and a large tax program. If you will notice 
savings have gone up from $10,100,000,000 to $27 500,000,000. 

Senator Frear. How can you predict those savings at $20,900,000, - 
000 in the first quarter of 1952? That is an assumption, I know. 

Mr. Jounston. Of course, it is an assumption. We are assuming 
we will have some vigorous bond drives. We assume more people 
will save for life insurance. As a matter of fact, savings have gone up 
materially this present quarter over what they were the first quarter 
of this year. During the second quarter they went up materially, in 
the annual rate, over what they were in the first quarter. 

Senator Frear. That is factual, is it not? 

Mr. Jounston. That is factual. 

Senator Frear. We have been led to believe in some quarters here 
that people have been withdrawing their savings accounts and cashing 
in their E bonds. 

Mr. Jounston. They did in the third and fourth quarter of last 
year and they did somewhat in the first quarter of this year. But in 
the second quarter of this year, there has been a swing upward, and 
we have had more stability. 

Senator Frear. Very good. 

Mr. Jounston. Now, if you will notice, we assume here that this 
represents the goods and services available, only about the same in the 
first quarter of 1951, slightly larger; just about the same. 

Senator Tarr. It showed a 20- -percent increase in production in 9 
months. You are not going to go on that? 

Mr. JOHNSTON. No, no; not for civilian consumption. ‘Total 
production would include production for military use as well. 

Senator Tarr. I know; for all purposes. 

Mr. Jounston. Yes. This is civilian consumption. Now, you 
will notice if we have an effective savings program and if we have 
this increased tax program, this slight increase in price here will 
balance the amount of consumer expenditures. But if we do not 
have an effective tax program and if we do not have an effective 
savings program, this line here will have to compensate for the 
difference, and you will have this much price inflation. In other 
words, this bar here will extend up just as far, gentlemen, as an 
effective tax program and an effective savings program fails to mop 
up the additional spending power of the people. 

Is that perfectly clear, why these two charts were shown? 

Senator Tarr. 1 do not think that you need to prove the genera! 
prospects. If the people have a lot of excess spending power, from 
military expenditures, they are going to force prices up, I agree 
I think that is quite clear. 

Mr. Jounston. It shows how it forced prices up in the first quarte! 
of this year. 

Senator Tarr. Why didn’t it force them up in the second quarter? 

Mr. Jonnston. Why didn’t if force them up in the second quarter? 
Because we had greatly increased savings. We also, we think, had 
a pretty effective wage and price control. 

Senator Kerr. And they were already up to a level that, wher 
added to other things you talked about, compensated for the level 
of income? 
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Mr. Jounston. That is true. 

Senator Tarr. From the Ist of March to the ist of June. there was 
a drop in wholesale prices, indicating that the thing had been met; 
that is correct, is it not? 

Mr. Jounston. There was a drop in wholesale prices. There has 
not been a drop in the cost of living, as you know. That went up 
again. 

Senator Tarr. That went up = again. 

Mr. Jonnston. Four-tenths of percent from April to May. 

Senator Tarr. That occurred in wholesale prices, and that drop 
has not yet had time to be followed by the retail prices. 

Mr. Jonnston. That is right. 

Senator Tarr. But you do have the drop in wholesale prices. 

Senator FLanpers. This is a consumer income and spending chart. 
Now, there is one thing that puzzles me quite a bit. Taxes reduce 
the supply of money in “the hands of consumers and make it possible, 
presumably, to obtain this balance. But those taxes go to the 
Government; the Government uses them to buy things which in 
part, at least, go into the market for the same materials that the 
consumer goes to. So the pressure on these materials is not entirely 
reduced by taking it out of the hands of the consumer and giving it 
to the Government. The Government again bids against the con- 
sumer for steel; he bids against the consumer for aluminum, copper, 
and agricultural products. He bids against the consumer all along 
the line, so that the taxation does not seem to be an answer to the 
problem of the pressure on the supply of goods. 

Senator Tarr. That is right. 

Senator Kerr. I take it, Mr. Johnston, that you are going on the 
premise that the Government is going to be buying a certain amount, 
anyway. The Government has certain commitments and certain 
purchases that it has to make for this defense program; that is correct; 
is it not? 

Mr. Jounston. That is correct. 

Senator FLanpers. I would like to get the answer to my question. 

Mr. Jonnston. Senator Flanders, I will give you one. 

Senator Kerr. If they do not get the money to pay for it from 
taxes, they have to get it from borrowing; is that your premise? 

Mr. Jonnston. That is true. 

Senator Kerr. If they get it in taxes, then that money is not avail- 
able to compete with ‘the Government for the purchase of these 
materials? 

Mr. Jounston. That is true. 

Senator Kerr. If they do not collect it in taxes, they still have to 
buy it anyway. So then they resort to deficit financing, and therefore 
they have both the money they get by borrowing and the money that 
the taxpayer had because you did not take it in taxation, competing 
against each other for the same materials? 

Mr. Jonnsron. That depends on whether the financing is done by 
individual savings or done by bank financing. If it is done by bank 
financing of course it does not take any money out of the spending 
stream. It adds money to the spending stream, and consequently is 
inflationary. If it is taken from the individual, it does sop up a certain 
amount of purchasing power to the extent of the loans, which he would 
not have available for other purposes. 
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Answering Senator Flanders, it is true that there is a certain amount 
of expenditure by Government for the things which the consumer 
uses. It is also true, however, that there is a vast amount of money 
that is not spent for things which the consumer uses; it is spent in 
labor, largely in labor, and in other things which must be taken off the 
market either by taxes or by further savings. 

Senator FLanprErs. It takes labor off the market from producing 
consumer goods. 

Mr. Jounston. That is right. 

Senator FLanpers. And there again it adds more pressure on the 
available commodities. 

Mr. Jonnston. That is right, Senator. That is why we have to 
have taxes and increased savings, to take away those earnings from 
labor because they are for goods and services that are not in 
consumption. 

Senator FLanprers. I would like to make this observation. It 
seems to me that when we get to talking about taxation as a means of 
reducing inflation, we are not getting at the heart of the matter. We 
are getting at the heart of the matter if we say that taxation reduces 
the necessity to resort to bank borrowing. There you have some- 
thing. But taxation in itself; it seems to me, does not reduce the 
pressure on the demands for goods or the demand for labor or any of 
the other elements that go into the inflationary spiral. The only 
effect, in my mind, that it has is that it combines with individual 
savings; it reduces the necessity for resorting to bank borrowing. | 
think we had better quit talking about taxes per se as being a means 
of combating inflation. 

Mr. Jonnsron. Senator, taxes can be inflationary as well as de- 
flationary, as you know. 

Senator FLanpers. They are neutral. 

Senator Tarr. Go ahead. That is what interests me. Don’t you 
think you reach a point in taxation where practically all additional 
taxes are inflationary? 

Mr. Jonnston. In: the first place, some taxes, in my humble 
opinion, are inflationary per se, and there is a point, unquestionably, 
that you reach in all taxes where they may be inflationary. I do not 
know where that point is, Senator. 

Senator Tarr. Take payroll taxes. They are reflected directly in 
the cost of goods, and they necessarily increase the cost of goods, 
do they not? 

Mr. Jounston. That is right. And so could sales taxes. Sales 
taxes are reflected in parity. 

Senator Tarr. Of course, as I see it, the effort to tax is an attempt 
to say to the consumer, “You have to cut down your standard of 
living to the extent that we need the goods for production.’ 

Now, in time of peace, the consumer does not respond to that 
request very strongly, and he does everything possible to get out of it 
He passes those taxes on. The corporations pass those taxes on 
When you get a tax that everybody thinks ts an unfair tax—that is a 
psychological problem, partly—the tendency to pass it on is stronger 
and stronger. And it comes back in prices. The wage people come 
in and say, “Look. The cost of living has gone up. We have to 
have more.” 
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Take these excise taxes, for instance. They raise the cost of living. 
And this bill has a lot of excise taxes in it. They raise the cost of 
living. That goes into the cost-of-living index. 

Mr. Jounsron. They do somewhat. Some of them do and some 
of them do not, Senator. 

Senator Tarr. I do not know. I do not suppose they count liquor 
in the cost of living. 

Mr. Jonnston. That is right. 

Senator Tarr. But they do count a lot of other things in. So 
labor comes around and says, “‘All right. Under these cost-of-living 
indexes, we have a right to go up.”’ And you recognize that. 

Mr. Jounston. That is right. 

Senator Tarr. And you have not said a word about not counting 
excise increases as you should have in that cost-of-living index. Now, 
today you have let them go ahead with cost-of-living increases and 
wage increases. 

Mr. Jounston. Of course, Senator, they are figured in the parity 
formula, as you know. You cannot exclude them in one and allow 
them to figure in the other. You gentlemen passed a law. 

Senator Tarr. You mean, it is counted in the parity formula? 

Mr. Jounston. That is right. You gentlemen passed a law com- 
puting excise taxes in the parity formula. 

Senator Tarr. We were not taiking, however, about what you 
now call doubling, practically, the whole tax burden, which changes 
the whole picture. Now, all I am suggesting is that inevitably—we 
passed the law because of public opinion—inevitably, higher taxes 
mean inflation just as much as higher borrowing, it seems to me. 
Maybe it is not so much as higher borrowing, but if you get beyond a 
certain point in taxation, it seems to me to be inflationary. 

Mr. Jonnston. What we are trying to say, Sen: itor, is that if you 
have this money in the hands of the people as purchasing power, we 
ought to devise means and methods of taking a part of it away as 
purchasing power to balance the goods available with the purchasing 
power. 

Senator Tarr. I am suggesting that in time of war you could do 
that perhaps successfully. You are going to have an awful time in 
times of peace to take it away from them, because they are going to 
resist that bitterly and they are going to try to pass it on to some ‘body 
else and let that somebody else pay it, who is the ultimate consumer, 
whose prices are higher. 

Mr. Jounsron. Senator, how are you going to take it away from 
them if you are not going to do it by taxation? Do you want to 
have increased savings? 

Senator Tarr. I think vou ought to cut your program. I think 
you ought to hold your program to not more than the $70 billion a 
vear that is conte mplated. I do not think you ought to proceed from 
$40 billion this year to $70 billion next year and $90 billion the next 
year. And that is the way your whole program is. This $70 
billion, perhaps we can meet. But if vou go on, then, and want $90 
billion to balance the budget in the following year, as the Budget 
testified it probably will be, I say you are getting onto a field where 
those taxes are going to be just as inflationary as anything else. You 
are not going to avoid inflation by that next $20 billion in taxation. 
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Mr. Jounstron. | think I said in my prepared statement, Senato: 
that even the balancing of the budget will not avoid these infla 
tionary pressures. 

Senator Tarr. Obviously, if you said that, you remove all bas 
for asking us for price and wage controls. 

Mr. Jounston. I see. 

Senator Tarr. You did not say that. 

Mr. Jounsron. But the very thing you said, Senator, a moment 
ago was that if vou do not take this money away, it will reflect its: 
in higher prices by the corporations, in that they reflect higher taxes 
in their prices, and higher taxes will reflect in higher wages for labo: 
That is the reason we have price and wage controls, to try to preve1 
that, Senator. 

Senator Tarr. Yes; and it has not been very successful up to dat: 

Mr. Jounsvon. I think it has been pretty successful. 

Senator Tarr. No. It has been these other things. 

Senator Mriiurkin. Mr. Chairman, I think that this committee is 
reasonably well informed on the effect of taxes. That happens to bh 
our business. For the purpose of this hearing, I would like to hear 
from Mr. Johnston what he is going to do in his field on the problems 
that he has indicated. 

Mr. Jounston. What would you like? 

Senator MILurKIn. It is not what I would like. 

Mr. Jounston. What would you like to hear? That is what I was 
going to say. 

Senator Minuikin. At this point, I would like to have your func- 
tion in this business, what you intend to do to stop this inflation, as 
far as it is within your power 

The Cuarrman. Mr. Johnston, there is no question that we must 
have taxes to keep this budget balanced, if possible. But I do not 
think there is any doubt on this earth that when you get taxes to a 
point where there is not anything left, the man who is paying those 
taxes has no incentive to hold down his costs of production. He 
has no incentive to hold down wages. It is bound to be inflationary, 
when you get it up beyond a certain point. Do you not think that 
is correct? 

Mr. Jounston. Senator, I think we have used our whole tax pro- 
gram to destroy the incentive in our economy. I think the time is 
approaching when your group or some other group of the Congress 
should consider taxes from the point of view of putting back the 
incentive in the economy. I think that there are means and methods 
by which probably that can be done. I am no expert on it. But 
certain it is that we must increase the incentive and not lower tli 
incentive. 

The CuatrMan. Your taxes always become inflationary when you 
have destroyed any necessity for savings on the part of the man who 
is making something. 

Mr. Jounston. That is right. 

The CHarrmMan. And he figures it is going to the Government, 
he says, “‘What is the use of saving? What is the use of holding aan 
costs? It does not make any difference where your costs are.”’ 

Now, that is just human nature. And that is the way it works 
out. It does not make any difference what theories we devise. |! 
actually works out that way. 
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Now, Senator Millikin wants to know, assuming that we know a 
little bit about the effect of these taxes, and the y will be pretty rough 
on a lot of people, what you are going to do. 

Senator Miuuikin. I am not disparaging Mr. Johnston’s wisdom 
across this whole field. 

The Cuarrman. I understand. 

Senator Miniikin. But | would like to have his wisdom in his own 
field. 

Mr. Jounston. All right, Senator. I do not pretend to have a 
fraction of the wisdom that you have on this tax field, because you 
have been an expert on it, and I am not and do not intend to be, as 
[ said in my opening statement. 

Now, regarding economic stabilization, there are many facets to 
this, of course. The desire has been to stabilize prices and wages and 
hold them in line. We froze prices and wages. 

Now, in the process of freezing prices and wages, there were many 

inequities. Some had not ine reased their w ages or their prices. On 
the price side, there were many firms that held the line in November 
and December when the Government asked them to. There were 
many who did not. Most of them did not. And many increased 
them unconscionably. So the program has been to freeze prices, to 
allow those prices which are unjustly below to be increased, what we 
call the roll forward; to allow those prices which are unconscionably 
high to be rolled back, and there are many that we felt should be 
rolled back and still allow normal margins of profit. That is the 
program on prices. 

On wages, when we froze wages, there were about 2,500,000 workers 
who had received wage increases of 10 percent of more during the 
previous year, most of them in the defense industries. There were 
approximately 50 percent of all workers who had received no wage 
increases during this period. So the Wage Board devised a 10 per- 
cent formula, which was a cate hing-up formula, if you wish to call it 
that, for preventing increases, if possible, on those wages that had 
already been increased, and allowing those that had not been increased 
to come up to what we could call a parity formula, and try to hold 
them there, except for inequities and hardship cases which the Con- 
gress provided for in this legislation. 

Now, that has been fairly well done. There are some exceptions 
to it, but it has been fairly well done. 

In the foreign field, the desire has been to try to stabilize the 
imports. Many of the imports have a profound effect upon our 
economy, such as wool, of which we get 70 percent from abroad, or 
copper, of which we get 30 percent from abroad, or natural rubber, 
of which we get almost 100 percent from abroad, and so forth. 

Now, on ‘these items, the desire of the Economic Stabilization 
Agency has been to devise means and methods of lowering the prices. 
Take wool. We have tried to discuss with the principal wool growers 
the methods of allocation of wool at reasonable prices. When I took 
this position, wool was around $3.87 a pound. Today, I think, it is 
a little less than $2 a pound. We have discussed allocation without 
any success. 

We have investigated the prospect of erecting synthetic wool 
plants, as we erec ‘ted synthetic rubber plants at the beginning of the 
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last war, providing the Armed Forces can use a percentage of wool, 
and providing others can use synthetic wool. 

Whether that study of this program, which I think is fairly well 
known to the wool growers, has had an effect on reducing the pric: 

IT cannot answer definitely. But certainly that program is under 
investigation. 

On copper, we have attempted to hold the price on copper. The 
domestic price is 24% cents a pound. We recently increased the price 
of Chilean copper to 274 cents a pound, which also increased the price 
of Canadian and some other copper producers. 

Senator Kerr. Why was that? 

Mr. Jonnston. I beg your pardon? 

Senator Kerr. Why was that? What was the justification of it? 

Mr. Jonnsron. The State Department felt that we must increase 
it. The Chileans could get more money for their copper from othe: 
countries than we were willing to pay. 

Senator Kirr. Was the situation one where you either had to do 
that or let the copper go elsewhere? 

Mr. Jonnston. That is right. And also a fair share of the Chilean 
economy is dependent, as you know, upon copper. They get 
percentage of the price between, 14 cents and the selling price, | 
think it is; and also taxes on copper make up a large portion of thei 
revenue. 

Senator Kerr. But it was a situation, so far as we were concerned 
of either paying a price that would compete with what they could get 
elsewhere or not getting the copper that we need? 

Mr. Jounsron. Right. And we are very desperately short .! 
copper. Asa matter of fact, we will be short on the present program 
maybe 100,000 tons this coming vear, and maybe 150,000 tons. 

Senator Tarr. Chile threatened to go Communist, too, did the 
not, if we did not? 

Mr. Jonnston. That was in the picture also, I was informed. 

The CuarrMAN. What are you doing about tin? 

Mr. Jonnstron. Tin? It was recommended that we not — 
tin because the price was going up. <A central purchasing agent w: 
established on tin, the RFC. Mr. Symington, has been buying tin 
and selling it. By stopping stoc kpiling and by a rigorous Govern- 
ment-purchasing program, the price of tin has been brought down 
from about $1.85 or $1.88 a pound to its present price, I think, of 
$1.18 or $1.20. 

Senator Tarr. What are you going to do about manganese? 

Mr. Jounston. What do I think about m: inganese? 

Senator Tarr. What are you doing about it? I have been 
formed that the regular supply of manganese was going along pretty 
well, and then the Government’s stockpiling went in, and the priva' 
people found themselves competed with by the United States Govern- 
ment all over the world, and it forced the price of manganese up an: 
cut down the amount they could get, and it has gotten to a situatio! 
where our steel mills are going to have a very difficult time getting 
enough manganese in the next quarter. I do not know that that 
is true. I do not assert that. I was told that. 

Mr. Jounston. I think, Senator, that is not true. I think that th 
steel mills will not have a very difficult time getting manganes 
There has been an attempt to stimulate the production of manganese 
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abroad and domestically, as you know. We can get enough man- 
ganese out of the slag piles in this country to run us for a protracted 
period of time. 

Senator Tarr. The point was that in the foreign ports, the stock- 
pilers had gone over and competed with our own buy ers to the extent 
that it took away a lot of the regular source of manganese. 

Mr. Jounsron. There is no question about that, Senator, that 
when the Government steps in as a stockpiler, there are tendencies 
for the prices to go up. There is no argument about that. In some 
instances, we have recommended the cessation of stockpiling, where 
we felt that it could be done logically and effectively, in order to stop 
the price. 

Senator Miuiuikry. I think you raised a delicate point there, Mr. 
Johnston, that if you did not stockpile and if we got into a real world 
war, the failure to stockpile would crucify everyone who had been 
associated with that failure. 

Mr. Jounsron. That is absolutely correct, si 

Senator Miuurkin. | think that you have a very delicate point 
there of stockpiling and at the same time not stockpiling. 

Mr. Jonnston. That is right. 

Senator Minurk1n. I do not know whether we have wisdom enough 
to achieve this balance. But blood does not drip from my jowls 
over the fact that someone has been trying to stockpile, when we all 
know that we should stockpile. 

Senator Tarr. It is not that so much. It is that they go over to 
the foreign countries and bid up against our own buyers. LEKither they 
ought to buy through the private people and let them do the buying 
and provide it, or else they ought to take over the whole business the 
way they have in rubber. You ought not to have Americans over 
there competing for that scarce material. 

Mr. Jonnston. There are some rubber people who think we ought 
not to have done it through a central buying agency in rubber. 

Senator Tarr. That is open to debate. 

Mr. Jonnsron. All of these things, Senator, are open to debate. 
The thing that we have to do is to attempt to do the job in as logical 
and painless a way as possible. I do not attempt to say that that is 
always either logical or painless. All we attempt to do is to try to 
do the best we can. But I do want to say to you, gentlemen, that 
these foreign materials are very vital in a stabilization —— um, and 
we have attempted through many methods to bring down the price, 
and I think that we have been effective through no small measure in 
bringing down the price of tin and the price of wool. I think we have 
been effective in no small measure in bringing down the price of 
rubber. I think we have been effective in other means of bringing 
down prices. 

Senator Tarr. Senator Johnson’s committee claims that they have 
brought down the price of tin. 

Mr. Jonnston. Who? 

Senator Tarr. Senator Johnson’s subcommittee of the Arme d 
Services Committee claimed that they did the job over the heads of 
the Government officials, or the executive departments. However, 
that is something else. 

Mr. Jounston. We do not care who gets the credit. All we are 
interested in is stabilizing the price, and we have no authority in our 
agency, as you know, beyond making recommendations. 
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Senator Miiurkrn. What is your allocation program as you see it 
in the future? What is your allocation program so far as consumer 
goods are concerned? 

Mr. Jounston. The allocation program changes from month to 
month depending upon the military requirements, but as you know, 
it looks as though we are going to cut back the allocation to civilian 
consumption of most of the metals very drastically in the fourth 
quarter of this year. 

Senator Miiurxin. What is your rule for allocation? When do you 
apply allocation, and when do you feel you should not apply it? 

Mr. Jounston. Well, the military make demands for essential items 
which are beyond the amount that can be furnished and still take 
care of normal civilian requirements, and normal civilian requirements 
are cut down. 

Senator Kerr. You mean normal civilian provisions. 

Mr. Jonnston. That is right. We cut down the allocations to 
civilians of those items. 

Senator FLanpers. Do you have any way of checking on the 
stockpiling—— 

Senator Miiurktn. Excuse me, may I ask one question? 

Senator FLanprERs. Yes, excuse me, Senator. 

Senator Miiurkin. What is your program, if any, for allocations in 
the field outside of goods, emergently needed by the Government? 

Mr. Jounston. We have no—in the first place, Senator, let me make 
it perfectly clear that we have no allocation powers ourselves at all in 
ESA. All we can do is to recommend. 

Senator MiLurKkin. Yes. 

Mr. Jounns'ron. Allocation is done by NPA. 

Senator Miuurkin. All right. What is your program of recom- 
mendation? 

Mr. Jounston. For those items outside of civilian requirements, 
the military requirements, we have no recommendations, Senator. 

Senator Miuuixin. Why do you ask us to impose blotting taxes 
when you have no program for blotting up consumer goods? 

Mr. Jounston. Well, we do, Senator, for those items which are 
necessary for the civilian requirements. 

Senator MiLuikin. But beyond that, that is why I am questioning 
that. 

Mr. Jounston. Beyond that, if they are not needed for the military. 

Senator MILLIKIN. I am not recommending that kind of a program. 
I want to find out what you fellows are going to recommend. 

Mr. Jonnston. We feel if it is not needed for the defense require- 

ments, we have no right to recommend the blotting up of civilian 
goods. 

Senator MILuikin. Yes. 

Mr. Jonnston. We think the law of supply and demand should 
govern that under a free enterprise system. 

Senator Miuurkin. That is inflation. 

Mr. Jounston. I beg pardon? 

Senator Miuurkin. That is inflation. 

Mr. Jounston. No, that is the reason we want you gentlemen to 
mop up some of this in taxes, and in increased savings. 

Senator Mriituixin. Why, when we mop up in the taxes do you not 
mop up, and I am not recommending it—why do you not mop up 
through allocation of consumer goods? 
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Mr. Jonnston. Then you have rationing, Senator. 

Senator Minturk1n. We are mopping up consumer goods with these 
taxes. 

Mr. Jounston. Then you have rationing, Senator. 

Senator Miuuikin. All right. 

Mr. Jounston. I do not want rationing. 

Senator Miuturkin. I do not want it either, bu 
you as to whether you had that in mind. 

' Mr. Jounstron. Obviously, we have it in mind 
should develop, but we do not like to contemplat: 
would rather do it with other methods, and we thir 

Senator MILuIkin. [ am not interested in your me 
I am interested in 

Mr. Jounston. I never have any mental ease, Senator. 

Senator Mruurkin. What are you contemplating in 
blotting up consumer goods, while, at the same time, 
cating that we blot up consumer goods? 

Mr. Jounston. We are only 

Senator MruikIN. It is an unpleasant thought, most unpleasant 
for me, but I just want to know, as uncomfortable as it may be to 
think along that line, what are you gentlemen thinking about along 
that line. 

Mr. Jounston. Senator, outside of the goods needed for the mili- 
tary effort, we have nothing in mind regarding the blotting up of 
civilian goods. 

Senator Mitxikin. All right, that answers my question. 

Mr. Jounston. Yes. 

The Cuarrman. Mr. Johnston—— 

Senator Mruuikin. But you have no objection to our blotting it 
up by taxes? 

Mr. Jounston. No, not at all. That is the way it should be 
because we think we should have a pay-as-you-go program. 

Senator MILLIKIN. We cannot have a pay-as-you-go program, I 
respectfully suggest. Do you think we can have a pay-as-you-go 
program on the $80 billion expenditure program for 1953? 

Mr. Jounston. I think that would be a difficult thing to do, 
Senator. 

Senator Miturkin. Of course. 

Mr. Jounston. I think you would have a pay-as-you-go program 
in fiscal 1952; that is the program we are facing today. 

Senator MILuikry. 1952 is easy to think about, but the real chal- 
lenge here is to think about 1953, when we talk about pay-as-you 
go, and would you not say that, as Secretary Snyder has said—he 
said, in effect, it would require a lot of, I think he said unconventional 
taxes of the type that we have never indulged in before to balance 
an $80 billion budget, wouldn’t you say that? 

Mr. Jounnston. | think that is absolutely right, but I think we 
must face fiscal 1952 without too much regard for fiscal 1953 and 
fiscal 1954, because we know that there is always a high mortality 
among bureau estimates. I presume that the bureaus themselves 
are the nearest thing, as someone said, to immortality, but there is a 
high mortality among bureau estimates. 

Senator Miuuikin. There is a high mortality among bureaucrats. 
{Laughter.] 
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Mr. Jounston. I hope that mortality hits me soon. [Laughter.] 

Senator Mruurxin. Mr. Johnston—— 

Senator Fuanpers. There is a high degree of transmigration among 
bureaucrats. 

Mr. Jonnston. Yes. 

Senator Miiurkrx. We cannot close our eyes to 1953 because the 
Government has not closed its eves to 1953; the Government 
planning a peak of expenditure during fiscal 1953. 

Now, we would be quite irresponsible here if we did not quite fa: 
that fact also, and think of the tax consequences. 

Mr. JOHNSTON. Gentlemen, I do not want you to close your eyes 
to 1953 or 1954. I think you should have vour eyes thorough!) 
opened to them, as we have. 

All I am saying is that we do have a problem in 1952. We thin! 
vou gentlemen can balance the budget for 1952. That would b 
effective, in our opinion, in a stabilization program. 

Senator Mi.uikin. Let us see how we could balance that budget 
We could balance that budget if we assumed the usual incorrectnes 
in the estimates of revenues; that would lower somewhat the budget 
requirements of the fiscal 1952 period. If we were to assume, in addi 
tion, and maybe by the time we have a tax bill it will be an ‘accom- 
plished fact—if we assume, let us sav, that, oh, a couple of billion 
a couple of billions were taken off foreign aid. You could balance tli 
budget without a $10 billion tax bill. I am not now recommending 
it; it is the purpose of this hearing, to see what can be done. 

Mr. Jounston. Those are matters that I think you are much more 
expert in than I, Senator. 

Senator MILLIKIN. Yes. 

Senator Frear. Mr. Chairman, may I ask Mr. Johnston what 
types or forms of taxes does he think are the least inflationary. 

Mr. Jonnston. Well, again, 1 think you know more about t 
than I do, but my opinion is 

Senator Frear. You are giving me more credit than I deserve 

Mr. Jounstron. I beg your pardon? 

Senator Frear. You give me more credit than I deserve when you 
are talking about these men over here. 

Mr. Jonnston. Well, you are certainly more expert than I, no 
argument about that. 

In my opinion, taxes which directly reflect themselves in prices, 
such as sales taxes, or excise taxes, have a more inflationary tendency 
than those which take away incomes, such as income taxes them 
selves. 

Now, there are some excise taxes that are probably not inflationary 
because they do not go into the cost of living, Senator, but I think 
that in general the taxes which are most deflationary are the persona! 
income taxes. 

Senator Tarr. There are exceptions to that, are there not? After 
all, these automobile people are shouting their heads off, and if you 
put more taxes on automobiles, a lot of people stop buying auto- 
mobiles, so that would presumably be deflationary, so you cannot! 
say that the sales taxes necessarily are one or the other. 

Mr. Jounston. We think that would be very beneficial. 

Senator Tarr. I think that is very difficult to say. I just thin 
the total burden in the long run is what is inflationary. If the shine 
is too high, it finally gets on into the consumer, and raises all prices 
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Senator Frear. I think you answered the question. Today they 
may be inflationary, and tomorrow they may be deflationary. © ; 

Senator CoNNALLY. Generally speaking there, aren’t most any 
taxes effective as to deflation. If you add to the cost of articles, 
do you not decrease the consumption of those articles? 

Mr. Jonnston. That is true, Senator; but in some items and in 
some instances, by adding to the cost of the item you add to the 
parity formula, because parity goes up as certain taxes go up, and 
you have the escalator clauses, as parity goes up othe 
so they can be inflationary. 

In general, it is my personal opinion that the tax bill which has been 
passed by the House is not inflationary, although | recognize thor- 
oughly what Senator Taft has said, that in the long run taxes may be 
inflationary. . 

We think that the House bill, over the short run, is not inflationary, 
but will have a very salutary effect in enabling us to stabilize the 
economy, and | can assure you that that isa very difficult thing to do 

Senator Tarr. Mr. Johnston, is it not clear that personal income 
taxes are the most deflationary? 

Mr. Jonnsron. That is what I said. 

Senator Tarr. The only way you get around them is the pressure 
by the workmen to get them back into higher wages 


r things go up, 


if you respond 


to that, they are no longer deflationary, but it seems to me that 
personal income taxes are a direct attack on spending 
Mr. Jounstron. That is correct, Senator. 
Senator Tarr. It is tougher, it is harder for us, and 
but it seems to me clear that is the most deflationary 
Mr. Jounsron. It would have to be the most 


' ' . 
everybody else, 
attack. 


Spartan way to do it, 
but it is the best. 


Senator Tarr. I am just talking about inflation and deflation. 

I suggest that you have got to make allowance for the comment of 
Senator Flanders, that what you take in in taxes, you spend, so 
whether the first round, the first impact, of that tax money is infla 
tionary or deflationary, depends on what it is spent for, is that not 
correct? 

The CHAIRMAN. Senator Butler wished to ask a question 

Senator Burter. Mr. Johnston, speaking a moment ago about the 
apparently beneficial results that have been obtained by our control 
agencies in the purchase of a certain material, that we have to import, 
such as copper, tin, manganese, and other minerals, especially, | 
noticed in the financial page of vesterday’s paper, there was a long 
column indicating that the sterling and dollar balances abroad were 
in a very critical shape, and that they, our friends abroad, now, es- 
pecially Great Britain, look to us to help them bring up their balances 
again, 

| wonder if we accomplished anything by reducing the prices of 
those materials that we have to import, and then turn around and 
give all the benefits back in the shape of a foreign aid? 

Mr. Jonnsron. I think so, Senator, because, as we increase the 
prices, we increase the prices that they must pay for those items, 
and we make it much more difficult for them to export. 

These sterling balances are obtained primarily through the export 
of manufactured goods, and if you increase the prices of the raw ma- 
terials that go into those manufactured goods, you make it much 
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more difficult for Great Britain, as an illustration, to export and to 
sell in the open market. 

Senator Butter. How much of this 8% billion foreign aid proposal! 
that is suggested now will go to make up for the advantages that we 
have gained or may have gained, in the purchase of materials from 
those peoples abroad? 

Mr. Jounston. I do not think any of it, Senator, as I see the 
figures. I do not know whether I have them available here or not 
but almost all of it—for instance, we will take in the quarters of 1952 
beginning this fiscal year. Economic aid, as I have the figures, has 
been cut down to half a billion dollars in the first quarter of 1952; 4 
billion in the second quarter; 3 billion in the third quarter; and 
billion in the fourth quarter of 1952. 

Senator Tarr. What is that? You have got the figures wrong, not 
billion. 

Mr. Jounston. Half a billion, four-tenths of a billion, three-tenths 
of a billion, and three-tenths of a billion. That is a total of economic 
aid for the entire fiscal vear, as requested, of only $1% billion, as | 
have the figures. The request for MDAP, military aid, is accelerated 
from three-tenths of a billion to five-tenths, to seven-tenths, to | 
billion, and in the fiscal year 1953, economic aid is only 1 billion, but 
MDAP aid is 8 billion. 

In other words, I do not think that we are trying to compensate for 
the lowering of these prices. 

Senator, one of the problems that we face with these foreign coun- 
tries—and many of their representatives have been in to see me—is 
that we bid up prices for foreign products, as Senator Millikin or Sena- 
tor Taft well said a few moments ago. 

Senator BuTrLer. On copper? 

Mr. Jounston. On many of these things. We are the world’s 
largest consumer of nonferrous metals, Senator, and we use 50 percent 
of the world’s production—50 percent is used in America. We use 61 
percent of the world’s production of copper; coffee, 64 percent of the 
world’s production, and so forth. So, as we go into the market and 
bid on those items, we bid up the price and make it more difficult for 
these European countries to get these items at all. 

Consequently, there is great resentment in Europe, in many quar- 
ters, and I think there is no question that some of the resignations from 
the British Cabinet were a result of the tremendous amount of raw ma- 

terials we were buying, which had the effect of shutting off raw mate- 
rials from European countries. I think a stabilization program is 
absolutely essential, Senator, if we are going not only to rearm and to 
hold the price line at home, but to have friends abroad. I think a 
stable program is essential for that. 

I think it is not logical reasoning to hold we bid up these foreign 
prices and let them go on the theory that it will aid their dollar bal- 
ances. 

Senator Butter. Can you support the policy of paying 27 or 28 
cents for Chilean copper, and 3 cents less for domestic? 

Mr. Jounston. Yes, sir. I think we can support that very well. 
The domestic producers are making reasonable profits. If I remember 
their profits for the—— 

Senator ButLEer. The cost of production abroad must be less than 
it is domestically. 
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Mr. Jonnston. It is, but please bear in mind that some copper is 
being sold for 50 cents a pound. Germany has bought copper at 50 
cents a pound in small quantities. Some of this foreign copper is being 
sold at these prices. 

Now, we have held the price at 27! for Chilean copper by agreement 
with Chile, and by agreement with Canada, which has gone along with 
us. They are the big copper producers. 

There are some other foreign copper producers who are charging 
higher prices and getting it, 40, 45, 50 cents a pound, whereas we have 
held it to 27% cents. 

Now, to come to the two-price system: We recommended to the 
President, who recommended to the Congress, the suspension of the 
copper import duty. That was 2 centsa pound. We were living with 
a differential of 2 cents a pound between the domestic and foreign price 
of copper, and we were living with it for a protracted period, Senator, 
before I took this position. 

One of the first things we recommended was the removal of the im- 
port duty on copper of 2 cents. That removal compensated for most 
of the 3 cents, all but 1 cent. 

We have asked the domestic producers to absorb the entire 3 cents. 
They were absorbing two, and we are asking them to absorb 1 cent 
more. 

How long we can do that, I do not know, and my personal opinion, 
Senator, is that we are going to come to a time very shortly where we 
are either going to have to subsidize imported copper by paying the 
difference between the imported price and the domestic price, or raise 
the domestic price to the import price level. 

We shall have to do one or the other soon, because we cannot live, 
in my opinion, with that 3-cent differential. That is one of the diffi- 
culties, for we have to try to hold this price down, because copper is 
an important metal that goes into the making of many necessary 
items. 

Senator Kerr. What you are saying is that the world price of 
copper is a good deal higher than 27 cents? 

Mr. Jounston. That is right. 

Senator Tarr. Much higher than what we are allowing our own 
producers to get in this country. 

Senator Kerr. That is even true of cotton. 

Senator Miuurxrn. Mr. Chairman, I would probe three or perhaps 
four of the techniques that are under the jurisdiction of Mr. Johnston. 

You have mentioned subsidies. What is your thinking as to 
subsidies in fields, possibly other than those that you have just men- 
tioned? 

Mr. Jounston. I would like to answer that for you Senator. May 
I just say one other thing in answer to Senator Butler, because I just 
thought about it. That is this: the continued paying of high prices 
for these raw materials benefits the raw material countries, which 
are not now in a dollar deficit position. 

Quite the contrary, Senator, they are very much the opposite, and 
it does help the produci ing nations, like Britain, who must depend 
upon the export of the manufactured products to live. So that is 
another reason we must try to hold down the price of imported raw 
materials. 


86141—51—pt. 1——_16 
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Now, on subsidies, we have recommended the use of three types of 
subsidies, Senator. We recommend what we call subsidies for high- 
cost producers in this country, particularly in metals. 

For instance, rather than raising higher the price of tungsten, a 
product which is badly needed—we have raised the price, incidentally 
to $65 a unit. The price before Korea was—lI have forgotten 
around $40, wasn’t it, Griff-——— 

Mr. Jounson. $30. 

Mr. Jounsron. $30 a unit, and we have raised it to $65. 

Incidentally, most of those tungsten producers, as you know, are 
exempt from the excess-profit tax, but nevertheless we have raised | 
to $65, but rather than raising it higher, we think it would be pre- 
ferable to subsidize those high-cost producers to get added tungsten 
out rather than raising the price higher than $65. 

Senator Mruuikrn. Does that, roughly speaking, run across th 
essential field of materials? 

Mr. Jounston. Yes. 

Senator Mitirkin. In what other fields do you contemplate 

Senator Tarr. The amount subsidized would be a comparatively 
small proportion of the total output, would it not? 

Mr. Jounsron. That is right. It would be very small, Senator 
but it would give an added 10, 12, 15 percent production, which might 
be very vital. 

Senator Tarr. Yes. 

Mr. Jounston. Then, we have recommended the use of subsidies 
for high-cost producers of food. 

Senator MILLIKIN. Give me an ex: ample. 

Mr. Jounsron. Griff, do you remember an example of that? 

Mr. Jounson. The most notable example of that sort of a subsidy 
operation would be the nonprocessing meat slaughterers who do not 
get the additional revenues from byproduct that the big packers do 
Consequently, they find it impossible to work on the same margin: 
that the packers do, and if you want to have a meat-controlled struc 
ture extending down to retail with dollar and cents ceilings, without 
subsidies, you have either to raise the margins beyond the point tha 
the big packing houses need or you squeeze the small ones 

Senator Mitiikin. Where else do you contemplate subsidies? 

Senator Tarr. I would be absolutely against that. I think that 
is absolutely unsound from every standpoint of price control. I just 
do not see that at all. Never mind, go ahead. 

Senator MitirKkin. Where else do you contemplate subsidies, out- 
side of the mineral field 

Mr. Jounston. The third is the import field. 

Senator MiLuikin. Besides the small packer? 

Mr. Jounstron. The third is the import field. 

Senator MILLIkin. Import field? 

Mr. Jounstron. Copper is an illustration. If we have to raise the 
price—we think that two-price system on copper is untenable, but 
we are going to try to keep the price of copper at 27% cents, although 
there is great pressure, Senator, to raise it above a That is the 
reason | went to Canada a week ago to talk to the Canadians about 
this copper situation. 

Senator Mi_uikin. Are we in a preclusive buying situation, as we 


were in World War II? 
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Mr. Jounston. What do you mean by preclusive? 

Senator Minuikin. We went in and bought highly essential critical 
minerals at whatever the cost was. 

Senator FLanpErRs. Brazilian industrial diamonds. 

Senator Tarr. To keep them away from the Germans. 

Senator Miuurkin. Have we gotten into that? 

Mr. Jonnston. No; we have not gotten to that. We do not 
contemplate 

Senator Mituikin. Do you contemplate it? 

Mr. Jounston. We do not contemplate it at the moment. 

Senator Miuurkin. Go ahead. 

Mr. Jounston. Well, the subsidies on minerals or other imported 
items, to try to keep the domestic price reasonably steady. If we 
are unable to make any deal in the field, where we can bring the 
price down, we may have to subsidize. In the case of 

Senator Mituikin. What do you intend to do in the purely do- 
mestic field? 

Mr. Jounston. We have recommended nothing for consumer 
subsidies. 

Senator Mruurkin. What is your thinking on it, Mr. Johnston? 

Mr. Jonnston. [ am opposed to consumer subsidies if we can possi- 
bly get away from them, and we have requested nothing at the present 
time for consumer subsidies. 

Senator Miiurkrn. Do your assoc iates feel the same way? Does 
Mr. Wilson feel the same way? Does Mr. DiSalle feel the same way? 

Mr. Jonnston. I do not want to answer for them. 

Senator Minurkrn. What do you think? 

Mr. Jounston. I am reasonably sure they feel the same way about 
it. 

Senator Mruurk1n. Now, let us get into roll-backs, to the extent not 
prevented by Congress, what are your roll-back plans? 

Mr. Jonnston. Well, Congress is at the moment preventing us from 
doing any, of course. 

Senator Miiirkin. Let us assume to the extent that Congress does 
not prevent you, what are your roll-backs? 

Mr. Jounston. May I stick one more minute to subsidies? 

Senator Miiurkin. Sure, I wish you would. 

Mr. Jonnsron. There is one other point I want to talk to you about. 

Senator Miiurkin. But I will not forget the roll-backs. 

Mr. Jonnsron. I will not either; that is definitely engraved in our 
minds. 

On the use of subsidies, for instance, we have contemplated the use 
of subsidies on wool prices to hold low-cost clothing in line, so that 
it would not go up higher. 

We do not want to use subsidies and that is the reason we have been 
talking about the stimulation of the building of synthetic wool plants, 
or wool substitutes plants, so that we can avoid the use of a subsidy. 
Probably with the present prices on wool going down, we can avoid 
such a subsidy. But it is that kind of a thing in the subsidy field 
which we would like to have permission to use, but only in those in- 
stances where we have to use it. We would use every other means to 
avoid it, as in wool, to illustrate. 

Senator Miiurkin. You have covered the whole field of subsidies 
up to the present time? 
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Mr. Jounsron. That is right. 

Senator Miniikin. Now, let us go to roll-backs. To the extent 
not prohibited or impaired by Congress, what is your roll-back pro- 
gram? How wide is it? Over what articles; when do you intend to 
put them into effect and so forth and so on? 

Mr. Jounsron. Well, we have several things on roll-back. ©; 
course, as foreign prices decline more and more, as raw materials de- 
cline, as they have, for instance, in wool from $3.87% a pound to less 
than $2, we have contemplated rolling back the prices of products in 
which these raw materials were used to a level where they would reflec 
the lower price in foreign raw materials. That is one method 0! 
roll-back. 

Senator Mriurkin. How far back? 

Mr. Jonnston. Well, so that they would have the same proti 
margin. 

Senator MiLurkin. I mean— 

Senator Tarr. What is that? 

Senator MiiuiKkin. To Korea? 

Senator Tarr. | heard something about the same profit margin. 

Mr. Jonnston. We would have the same base period plus the cost 
of raw materials. I probably should not have used the word “profit. 

Senator Tarr. No; not that, exactly. 

Senator Miiurkin. How far would you roll back to pre-Korea, if you 
wanted to, or some intermediate point? Would you go back 
pre-Korea? 

Mr. Jounston. There has been no intention to go back to pre- 
Korea. 

Senator Miiurkin. You have no authority to go back to pre-Korea. 

Mr. Jounston. No; and we have no intention of doing so. 

Senator MILLIkin. Give us some other examples of that roll-back. 

Mr. Jonnston. Well, certain scrap materials, for instance, zinc 
and copper scrap, have been selling above the price of virgin metals the 
roll-back of those scrap metals would be to the virgin-metal prices. 

CPR 22 provides that to the selling price prior to Korea could be 
added the increased costs of materials up to December 31, and factory- 
labor costs up to March 15. 

Senator MILLIk1n. Now, come to the technique for doing that. At 
the moment what I want are the subjects. What roll-backs did you 
contemplate on July 2? 

Mr. Jounston. Those were the roll-backs that were contemplated 
in the manufacturing field, in the machinery field, and in the cotton- 
textile field. 

Senator MILLKin. What items? Will you make a résumé? 

Mr. Jounston. In the manufacturing field——— 

Senator MitiKin. The whole manufacturing field? 

Mr. Jonnston. Right; the whole manufacturing field. 

Senator Mitikin. The whole textile field? 

Mr. Jounston. Yes; the whole cotton-textile field. 

Senator MILLIKIN. Yes. 

Mr. Jounston. And the whole machinery field. 

Senator MiLuKin. Yes. 

Now, we come to your technique for doing that, in accomplishing 
those roll-backs. What were your prospective devices to see that 
there was not a confiscatory element in it? 
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Mr. Jounston. Well, we allowed their selling price, their highest 
selling price, in any one of four quarters prior to Korea, with certain 
other “exceptions—technical details—which I am sure you do not wish 
me to go into. Then we allowed them to add to that highest selling 
price the increased cost of factory labor to March 15, and the increased 

costs of materials or supplies up to December 31, and that became the 
new selling price on the product. Any price in excess of that was 
rolled back, or any price lower than that was rolled forward. 

Senator Miiiixin. You made no allowance for overhead, for 
example? 

Mr. Jounston. In certain specific industries, yes; but, in general, 
no. 

Senator MinurKk1n. In general, no? 

Mr. Jonnston. No. 

Senator MILLIkin. Senator Taft has raised a question of margins 
of profit. What are the conventional margins of profit—how did 
that enter the calculation? 

Mr. Jonnston. That does not apply to CPR 22 or to the manu- 
facturing field. We have allowed the producer to take his selling 
price, the highest selling price, in any one of these four quarters, 
whatever it was, and add to that selling price these other costs of 
labor and material. 

Senator MrI.iikrn. So aside from the direct cost of labor and 
material, your formula does not contemplate other costs? 

Mr. Jounston. No. 

Senator MiLtiikin. No. 

Senator Tarr. Why not, Mr. Johnston? Incidentally, the Senate 
bill which passed with Senator Millikin’s amendment permits you to 
say exactly what you said you want to do, except to add those other 
costs. Why don’t you want those other costs? 

Mr. Jounston. I will tell you, Senator Taft, why we do not. 

Senator T'arr. Some were making profits and others were not 

making profits, but why should not you have, at least the addition 
of all costs, if you are going to ge back 8 months and figure it at that 
time? 

Mr. JoHNsTon. Because we thought there was a very much larger 
volume of business and as a manufacturer myself, | know that your 
profits increase tremendously with volume, and there has been a 
much larger volume of business since the four quarters prior to 
Korea. 

Senator Tarr. Well, in some things, and in a lot of other things it 
is not so. 1 mean, in fact, some things are well off from what they 
were, certainly, in the post-Korean period. 

Mr. Jounston. We have made some exceptions to that, Senator, 
where we found that was not a good base period. For instance, we 
have allowed the machinery people to add other overhead costs, but 
in general we have felt that we should not allow that—we have tried 
to have, Senator, a tight price policy. 

Senator Tarr. For instance, is it ‘contemplated, or perhaps already 
in foree—there is a big freight increase which is not allowed in your 
formula at all. 

Mr. Jonnston. That is right. 

Senator Mriiturk1n. How does a man meet those costs? 
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Mr. Jounston. Well, he meets it, we think, out of increased volume 
If, on the other hand—— 

Senator MILuikin. Increased volume, as you know, as a business- 
man, may increase your deficit, and may hasten the day of your 
bankruptcy. 

Mr. Jounston. If you are losing money. 

Senator MIL.ikin. If you are losing money. 

Mr. Jounston. That is right. But if you are making money, it 
will increase your profit tremendously. 

Senator MiiirKin. There is consideration given to the fact tha: 
& man may be losing money? 

Mr. Jounston. We do give consideration; we have another formula 
dealing with the hardship and inequity cases. 

Senator Mriuikin. That is right. Tell us about that. 

Mr. Jounsron. Where a manufacturer is in a deficit condition 
grant him relief. 

Senator MiLiiK1n. In individual cases? 

Mr. Jounsron. That is right; and also we have the basic formula 
the basic policy—of allowing a whole industry to come in and get 
price increase if profits of that industry are lower than 85 percent o! 
the three best years from 1946 to 1949, inclusive. 

Senator Tarr. By the way, what right do you have to do that’ 
The act says distinctly you can take only into consideration the 
changes in profits after Korea. 

Mr. Jounsron. Specifically what, Senator? 

Senator Tarr. It says that you can take into account decreases 
and increases in profits after June 24, 1950, and you have gone bac 
4 years to base your price-fixing on. 

Mr. Jounston. Well, we have felt that it was a formula which 
was relatively easy to administer. 

Senator Tarr. I am asking you how you justify it within the term 
of the act. 

Mr. Jounsron. We thought legally we were entirely justified 
least, our legal counsel says that we were. 

Senator Tarr. I think he is wrong. I cannot see any basis for that 
You might use that in one individual case, perhaps, as a basis fo: 
relief from a general regulation, but 1 do not see how you can base a 
general regulation under the act. 

Senator Mriturkin. How many items were involved in your con- 
templated July 2 roll-backs? 

Mr. ern. I cannot answer that. Can you, Griff? 

Mr. Jounson. No, I cannot. It would be several thousand. 

Senator Tarr. Several hundred thousand? 

Senator MILiIKiIn. Several hundred? 

Mr. JoHnson. Several hundred thousand items, of which a vei 
large proportion would get rolled forward, and some would be 
back. 

Senator MILurkIn. Some would be rolled back, and some wot 
be rolled forward? 

Mr. Jonnson. Yes. 

Senator MiLurKkin. But the total aggregate of roll-backs and roii 
forwards in terms of items would have been of what order? 

Mr. Jounson. Several hundred thousand. 

Senator MiLuikin. Several hundred thousand. 
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Now, let me ask another question, having to do with yeur tech- 
niques, talking about roll-backs. What wage roll-backs do you 
contemplate? 

Mr. Jounston. We contemplate no wage roll-backs because I 
don’t know how you can take out of a man’s pay check what he has 
already received. 

Senator Miturkin. Do you have any control over 

Senator Tarr. That is no answer, Mr. Johnston. 

Mr. Jonnsron. Oh, ves, Senator Taft; 1 do not mean to be captious 
about it. How can you take away from a man that which he has 
already received, and still have him work in a tight labor market? 

Senator Tarr. That is not a roll-back. A roll-back is that here- 
after he shail have less. 

Mr. Jounstron. I mean, take it out of his pay check in the future; 
in other words, his pay check would be lower in the future. 

Senator Tarr. You are saying it is an impossible political thing to 
do. Lagree with you. [Laughter.] 

Mr. Jounsron. Well, I think it is impossible as a practical thing 
to do. 

Senator Miiurkin. At no point here have I discussed the merits of 
what you are doing or contemplate doing. I am not discussing the 
merits of a wage roll-back, but I wanted to find out what you have in 
mind on that subject, and what you have in mind is that there will be 
no roll-backs on wages; is that correct? 

Mr. Jonnston. My mind is crystal clear on that. 

Senator MiLurkin. Now, wages will inc Tease as other costs increase 
if they do increase; would you not say so? 

Mr. Jounsron. That is right. I think there is no method of pre- 
venting wage increases if the cost of living goes up. History has 
been, in democratic countries, that inevitably wage increases follow 
increases in cost of living sooner or later. 

Senator MiuurKiy. But you have no eon to preve nt that? 

Mr. Jonnston. No. We are trying to hold the wage line—the 
Wage Stabilization Board is—under the eee formula, from 
January 15, 1950, plus some exceptions. 

Senator Mintirkin. What is the general result of your activity so 
far in terms of over-all figures? 

Mr. Jounstron. The general result of the activity thus far has been 
the cost of living has been held relatively stable since prices were 
frozen—wages and prices were frozen. 

Now, there has been an increase of less than 2 percent since that 
period, as contrasted with an increase of approximately 8 percent in 
the period prior to the freeze. 

Senator Mriurk1n. You do not take exclusive credit for that result; 
do you? 

Mr. Jonnsron. Oh, no; we do not take exclusive credit for anything. 

Senator Miuurkry. Did you have in mind overinventory in many 
places, along the line, that has had a tendency to reduce prices? 

Mr. Jounsron. I think a number of policies, Senator, have con- 
tributed. Little things such as this wool situation. The contemplated 
building of SV nthetic wool plants has dropped down the price of wool 
and stabilized it. Where the price would have gone had some of these 
things not been done, I do not know, and neither does anybody else. 

Senator Mituikin. I would not contend that the result does not 
follow a coraplex of factors. 
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Mr. Jounston. That is right; it is a complex of many things. 

Senator MiLuLikin. I am trying to see what would be your view 
of the items of the complex. 

Mr. Jounston. No. 1, I think, is the psychological effect on the 
American public of the freezing of wages and prices, the feeling on 
the part of the people that they do not need to dash in and “buy 
something and hoard it. It was a psychological factor and, in m\ 
opinion, it certainly prevented, when wages and prices were leap- 
frogging over each other, it prevented, and almost completely stopped, 
the increase of wa ges and prices. 

Senator Miuu1K1N. But the whole field of economics, to the extent 
that it has not been hobbled, was also operating. 

Mr. Jounston. Of course, Senator. 

Senator Mitirkin. When, for example, the excessive inventories, 
when they have existed, have been exhausted, there will again be 
enormous pressures, buying pressures on the market, is that 
correct? 

Mr. Jonnston. Senator, the inventories were not too excessive in 
relation to prices. 

Senator Minxuikin. I am not talking about averages—— 

Mr. Jonnston. Over-all averages. 

Senator Miuurkin. Over all; | am talking about particular busi- 
nesses. 

Mr. Jonnston. Particular businesses, all right. They were not so 
excessive in January. It was a fact that after January buying 
declined, but inventories and production continued, which caused 
the inventories in certain lines. . 

Senator MILurkrn. It all comes to the same thing. It is excessive 
inventory in relation to the expectations of business. 

Mr. Jounston. That is right, but the inventories were not there 
when we froze wages and prices. I am saying it was the psycho- 
logical effect. People stopped buying, or retarded their buying, or 
their hoarding, in the hopes that things would be lower, and inven- 
tories began to accumulate. 

I know that my own inventories in my west coast companies 
increased materially after the 26th of January due to previous buying 
and previous commitments, the commitments of the managers who 
thought that prices would continue to go up, or that there would be 
shortages. 

The inventories—the burdensome inventories—that have accu- 
mulated, to a large extent, have been principally since January 26 

Senator MIuurkrin. Well, to the extent that they have been lessened 
assuming we continue our military program, there will be late: 
scrambles to restore those inventories, is that not correct? 

Mr. Jounston. That is my opinion. 


Senator Minuikin. And that will exert another problem for you, 
that correct? 


not 


Mr. Jounston. A very definite problem in our opinion. 

Senator Miiurkin. Now, do you figure that your activities have in 
any respect psychologically discouraged production? 

Mr. Jounston. We have no evidence that it has discouraged 
production. 

Senator Mri.urkin. It would not be impossible, would it? 

Mr. Jounston. Of course, it is not impossible. 
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Senator MitLikin. I mean, when you surround the whole front 
of industrial activity with uncertainty, which I suggest is the inevitable 
result of undisclosed roll-back policies, is there not a natural tendency 
to go slow ou future productive programs? 

Mr. Jounstron. There is nothing, I feel, very uncertain about the 
program, The program has been very definite and has been very 
easily understood by manufacturers for several months. There is 
only the one roll-back contemplated; there are no future roll-backs of 
any shape, form, or variety contemplated, and there should be no 
uncertainty. 

As a matter of fact, I think there has been much more certainty 
in the picture during the last few months than there would have 
been through constantly rising prices and inflation, with no man 
knowing where it would stop or how it would affect him. 

Senator MiLuikin. I was not denying the certainty there, but what 
you are saying is the certainty that people have had of “i uncertain 
situation has had certain psychological effects. 

Mr. Jounstron. I say that there was no certainty of an uncertainty. 

Senator Miniikin. You say there is a certainty of a certainty? 

Mr. Jounsron. A certainty of a certainty. 

Senator MiLuiKkin. A certainty of a certainty? 

Mr. Jonnsron. Of a certain type. [Laughter.] 

Senator Miuurkin. Is that the type that might deter advances in 
prices and, 1 suggest might deter a certain amount of productive 
activity? 

Mr. Jonnston. [ think if there were that uncertainty, Senator, 
that you would be correct. I have seen no evidence of it in any of 
the indices available to us, and my personal opinion is there is far 
less uncertainty than there would have been under a rapidly developing 
inflationary movement. 

Senator MiLuitkin. You believe that bad your contemplated July 2 
roll-back been put into effect that everyone would have been happy 
with it, would have thrown their hats in the air with joy over the 
perfect solution that you achieved of our problems? 

Mr. Jounston. Senator, I certainly do not think that. I am not 
naive enough to think that, because all of us want escalation, every- 
body wants escalation, including the Government, and every individ- 
ual wants it—escalation is a very pleasant thing for a while, while it 
is golng on. 

Now, I have had manufacturers in my office in the last 2 weeks 
who have told me the amount of their roll-backs, and their roll- 
forwards, and incidentally, it was much more roll-back than roll- 
forward, and I have yet to have a single manufacturer tell me that it 
was a bad thing to do. I do not say that they like it, but they all 
have said—— 

Senator Tarr. I will find quite a lot for you; if you want to see 
them; I will find quite a lot for you. 

Mr. Jounsron. All right; I would not mind talking to them. 
They have not told me that it was a bad thing to do. They do not 
like it, of course. 

Senator Miuirkrn. When do you expect to be back at your office? 

Laughter. ]} 

Mr. Jounston. Maybe I should never go back. 
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Senator Miuurrn. I think I could send you a couple of hundred 
over there before nightfall. 

Mr. Jonnston. Maybe I do not see the right people, Senator. 

Senator MriiurKrn. I am quite sure that you make an effort to. 

Mr. Jonnsron. I tell you many of these people, Senator, who come 
up to you and complain very vociferously, undoubtedly, T see some 
of them, I am sure, and some of them come in to see me and com- 
plain bitterly about it, but when I say to them, ‘Well, your profits 
are so much larger than they were before, and you are making a 
reasonable profit,” and they admit that they are, and they say, 

‘well, we don’t like it, but I guess it is the fair thing to do.” 

Senator Tarr. Most of them claim they are not. They claim the 
second quarter is going to be much worse than the first. I do not 
know whether it is true or not. 

Mr. Jounston. The first quarter, Senator, before taxes, was at an 
all-time high. 

Senator Tarr. It was good, but they all said the second quarter is 
bad, because it depends on semipermanent goods. 

Mr. Jonnsron. We anticipated that the second quarter would not 
be as good as the first, and the third quarter not as good as the second, 
and the fourth not as good as the third, but we thought over all it 
would not be bad; and the same goes for agriculture and labor. 

Senator Tarr. I do not think it will be bad, but the trouble is in 
making all these rules you run into a lot of them—a lot of people that 
do not fit, and another thing is a lot of people cannot interpret CPR 
22, and find out what it is going to mean. 

Senator Minurkin. Mr. Johnston, one more question about your 
own techniques, and you touched on it a moment ago. Just what is 


your “7 hnique for considering profits along the way? 


Mr. Jounsron. Well, Senator, as a businessman | know that profits 
are the blood and circulatory system of any business; you have got 
to have profits and you have got to have reasonable profits. 

Senator Miiurkin. As a businessman you know that. 

Mr. Jounston. Of course. 

Senator MiLuikrn. But in your official position— 

Mr. Jonnston. In my official position I have tried— 

Senator MiILirKin (continuing): How do you regard the matter, and 
what attention do you pay to it, and so forth? 

Mr. Jounnston. Well, we pay a great deal of attention to it. 

Senator Minurkin. So that in the end you have to form a conclusion 
as to what is a just and an unjust profit? 

Mr. Jounston. No; we do not try to do that, Senator. 

Senator Mriiirkin. What is the purpose of your thinking on that 
subject? 

Mr. Jounston. We try to enable business to make, but let me first 
emphasize—there is no order out which limits profits. There is no 
order that we have that limits profits. 

Senator Minirkin. But you just said that you naturally contem- 
plate profits. I am groping now as to what the direction of your 
thinking is on that subject. Do you reach a conclusion—you have 
said so that “‘you have been making a lot of profits,” so you must have 
been looking into the subject, and you have formed a judgment on the 
amount of profits that constitutes a lot of profits, and I assume that 
by the same token you reached a judgment where profits have not 
existed or have been rather meager; is that not correct? 
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Mr. Jonnston. That is true, and in those instances, I have recom- 
mended that they get price relief so that they can make a reasonable 
profit based upon an industry profit or a pre-Korean profit. 

Senator Miiurkin. So that you are in favor, roughly speaking, of 
maintaining, let us call it, a reasonable profit? 

Mr. Jounston. That is right. 

Senator Miturxin. Despite all of these other techniques which we 
have inquired into? 

Mr. Jounston. Right, Senator. 

Senator MILurK1Nn. Is that correct? Thank you very much. 

Mr. Jonnston. Yes, sir. 

Senator Tarr. Mr. Johnston, I have a few questions I would like 
to ask. In the first place, you say frankly there will be no roll-back 
of wages. According to these various indexes, the cost of living since 
Korea has gone up about 8 percent, and wages in manufacturing 
industries have gone up 8 percent at the same time. So, if you roll 
back on prices, and it really works to reduce prices, you are not going 
to reduce wages to correspond; is that correct from what you say? 

Mr. Jonnstron. We would not reduce wages to correspond to what, 
Senator? 

Senator Tarr. To the reduction of the cost of living that you would 
bring about by a roll-back in prices. 

Mr. Jonnston. We do not think we are going to reduce the cost of 
living. 

Senator Tarr. Then I do not understand—— 

Mr. Jonnston. We think we can hold the cost of living reasonably 
steady. 

Senator Tarr. It seems to me the impression the public gets is that 
the roll-back is going to reduce the cost of living. That is the thing 
that is going out to every newspaper and every editor—that this 
roll-back means a reduction in the cost of living. You say that there 
is no reduction in the cost of living—you say that now? 

Mr. Jounstron. I say that now. But it prevents an increase in the 
cost of living, Senator, because if you get no roll-backs and get these 
roll-forwards, you get in large number——— 

Senator Tarr. You froze everything as of February 1; I do not see 
any necessity for increasing prices for anybody, roll-forwards or 
anything else. 

Mr. Jounston. I see many for them. 

Senator Tarr. In special industries, I admit there are some. 

Mr. Jounston. There are many industries that, on the formula we 
have adopted, are entitled to it. 

Senator Tarr. You have this formula that nobody can understand. 
‘Laughter. ] 

Yes, these small fellows tell me that they have gone to accountants, 
and the accountants say, ‘‘We cannot give you enough men to figure 
out under that rule what your prices have to be.” 

People have had these—people particularly who make a large 
number of parts for machines and parts for automobiles, and that 
kind of thing, where they have got a thousand products in maybe a 
relatively small plant—they say it just cannot be done. It would 
take them years to do it. 

Well, that is really off the subject. 

Mr. Jonnston. Yes. 
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Senator Tarr. What I wanted to suggest was that this roll-back 
business is not going to reduce the cost of living, and that your wa 
policy admits—in fact, not only, it seems to me, that you cannot ro]! 
it back, but that you are going forward. I quite agree to an increas 
in wages necessary to effect a rise in the cost of,living. I think you 
have got to give people an increase to meet increases in the cost 0! 
living, but you also have recognized the 4 cents a year, or whatey: 
it is—4-percent increase in General Motors’ escalator clause, which 
has no relation to the cost of living, and is at an assumed increase-ii 
productivity figure, which may or may not be there. 

Having recognized that, how can you refuse to give 4 to every 
other workman in the manufacturing industry, as we go on ther 
Is there any way to prevent a steady increase of wages now that you 
have recognized that escalator factor? 

Mr. Jounston. The 4-cent improvement provision in the contract, 
General Motors claims, is all set by an improvement in productivit, 
Whether or not it is, they say it is. 

Senator Tarr. Whether or not that was the theory, particularly 
when they are made to change over from one product—a large par' 
of their business from one produc t—to another, who knows whether 
there will be any productivity increase at all, and yet the formula 
works. It does not require any proof of increase in productivity, that 
is certain. 

Mr. Jounston. Well, Senator, I think all things taken into con- 
sideration, the labor policy is a very tight labor policy, and I really 
do think so. 

Senator Tarr. You have already—this 10-cent thing was set up 
by the Board——— 

Mr. Jounston. Ten percent. 

Senator Tarr. Ten-percent increase. Now, that has been punc- 
tured already in five or six very important cases—very important 
cases—up to 15 percent. 

Mr. Jounsron. That is right. And there were reasons for that, 
Senator, which I am sure, had you been sitting on the Board, you 
would have seen. 

Senator Tarr. I am not questioning it; I am only suggesting to 
you that this is no freeze, and that your policy is inevitably defeat- 
ing your idea of preventing inflation, because it is creating all this 
purchasing power that you want us to mop up in taxes; you are jus! 
nullifying our tax increase. We are only proposing a three-point 
increase here on personal incomes—3 percent. 

Mr. Jounston. Three percent. 

Senator Tarr. Of net income; and you are increasing, admittinz 
in your escalator clause, 4 percent in every year of manufacturinz 
wages. You are just taking away in that increase everything that 
you are asking us to do in taxing income. 

Mr. Jounsron. Oh, Senator, the 4 cents would be about 2 percent 
Senator Tarr. Well, to that extent, at least, you are nullifyin 
exactly the mopping-up process that you are asking us to prescribe. 

by imposing additional income taxes. 

Mr. Jounsron. In addition, I have proposed to the Board that 
that be granted only on the basis of a certification by the manu- 
facturer of an increase in productivity, and it not be used as a price 
increase. 
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Senator Tarr. Have you any control over the Board, Mr. Johnston? 

Mr. Jounston. | tnink I have some. 

Senator Tarr. Well, just how much? My recollection is that they 
went ahead with these puncturings of these ceilings without consu!ting 
you. 

' Mr. Jounston. They have a good deal of autonomy, and they must 
have in their methods of operation. 

Senator Tarr. And a majority of that Board is made up of manu- 
facturers and labor representatives, both of whom have a kind of, at 
least, weak feeling toward holding prices down, is that not correct, or 
wages? 

Mr. Jounston. I do not think that is true of the manufacturing 
group on the Board—the industry group. 

Senator Tarr. Would they not much rather settle strikes, rather 
than risk a strike, pay the increased wages, and pass them on to the 
Government and consumer? Isn’t that natural? Isn’t that human 
nature? How can you expect them to do otherwise? 

Mr. Jounsron. I do not think so, Senator. I think that when it is 
a matter of a wage increase in the man’s own plant, he is inclined to 
get back to work and to grant the wage increase; but, abstractly, 
when he is sitting on the Board, he does not join with labor in granting 
wage increases. 

As a matter of fact, the proof of the pudding is in the eating. Take 
the last War Labor Board: I think there were only two or three cases 
in all the history of that Board in the thousands of cases that went 
through that Board, where management and labor joined together 
against the public members. 

Senator Tarr. Has any important labor contract since this was 
frozen been turned down by that Board? 

Mr. Jounston. There have been many important labor cases 
that have not been acted upon. 

Senator Tarr. There may be, I do not know if they are rejecting 
any single contract made. 

1 think it is very difficult. In fact, my general philosophy is that 
you cannot do it, but 1 am just trying to bring out the fact that you 
are not doing it; that is what I suggest. 

Mr. JoHnston. Senator, let me just give you a few—I would like 
to have the other Senators have a few—cases in the situation. 

We will take the shipbuilding case, the 15 percent case. 

The law says that hardship and inequity must be taken care of. 
Here was an industry that was depressed, and there was very little 
shipbuilding during the vears 1948 through 1950. There were no 
increases in the shipbuilding industry, whereas there were wage 
increases in industries employing similar lines of craftsmen. 

The result is we arrive at a period when we do want to build ships, 
and that industry has a lower wage scale in proportion than other 
industries in the same area. 

Senator Tarr. Cannot the same argument be used by taking the 
scale of a favored people who have strong unions, like the coal miners 
and the automobile workers, so that everybody else is a hardship 
case because they have not as much as they hae? Is not that 

cenerally the philosophy of this hardship case? 

Mr. Jounsron. No, that is not true, Senator; and furthermore, 
what kind of wage rise do you think, without wage controls in key 
industries where manufacturers are bidding against each other in 
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order to get labor—what kind of wages do you think there would 
today? 

Senator Tarr. Up to today you would not have anything differen 
from what you have given. 

Mr. Jounston. I disagree with you intensely, Senator. I think 
vou would have a much higher scale. Look what Mr. Lewis go: 
for the coal miners in January before the wages were frozen. 

Senator Tarr. Just supposing Mr. Lewis had had this business 
months later and had struck. I would be willing to bet you a lh: ut 
that he would have gotten what he wanted, and the methods woul 
have been found to adjust the thing to let him get it. 

Mr. Jounston. Well, Senator, 1 do not wear hats, but I think | 
would be glad to take you on on that. 

Senator Tarr. As a matter of fact, you had to come in after | 
got it and approve it retroactively. 

Mr. Jounsron. The agreement was made prior, and if you 

Senator Tarr. And you automatically proceeded to accept agree- 
ments made before a certain date, so that this one could be accepted 

Mr. Jounston. No, that was—— 

Senator Tarr. So the question would not be raised. 

Mr. Jounstron. No, Senator, that would-have to be true with al! 
contracts. It did not only apply to that. 

Senator Tarr. You could have made an earlier date. This was 
not really closed, as a matter of fact, as I understand it; it was not 
signed up before the date fixed, was it? You finally had to rule that 
it was in effect made, although not signed up. 

Mr. Jounston. Neither was the Chesapeake & Potomac Tele- 
phone Co. : 

Senator Tarr. Wasn’t that the ruling? 

Mr. Jounsron. And several others. 

Senator Tarr. I know—— 

Mr. Jonnston. All I am saying to you, Senator, is in a tight lab 
market, with employers bidding in defense industries for labor, you 
have the same law of supply and demand that you have with respe: 
to commodities. We know the great difficulty that we are having 
with commodities, in holding them in line under the law of suppl) 
and demand when they are tight. 

Senator Tarr. I do not say you have not done as good a job as 
you can; I am just suggesting this freeze theory is not going to wor! 
in peacetime, and you are going to have to make these changes, as 
you have admitted this annual increase in General Motors is going 
to have to be reflected in every workman in the United States, and 
you have to admit that you are retreating in your course so you ar 
at. sea with labor, and that means you are going to have to retreat 
of course, on prices, it seems to me. I do not see how you 
avoid it. 

Senator Frear. Mr. Chairman, can I ask a small question? 

The Chairman. Yes. 

Senator Tarr. I want to ask one other line of questions. 

Mr. Johnston, on the question of the timing of this tax bill, hoy 
fast are these contracts going out? How fast is this Governmen' 
expenditure going to take place? You testified before the Labo 
Committee, and I asked you at that time, and you made certal 
answers which I think the committee would be interested in. 
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You made a statement, for instance, along the line that you thought 
by November contracts would be actually let covering the supply 
of $50 billion worth of goods at the rate of $50 billion a year. 

Mr. JonnsTon. That is right. I have the supporting figures for 
that if you are interested. 

Senator Tarr. Yes, I am interested. 

Mr. Jonnsron. These are the latest figures that I can get. Please 
bear in mind, Senator, this varies from month to month, up and 
down. 

Senator Tarr. You wrote me a letter on June 18, giving certain 
figures. 

Mr. Jonnston. That is right. 

Senator Tarr. Yes. 

Mr. Jounsron. Now, the best available information I have is the 
fiscal year 1952—I ani talking about security program payments 
that for the first quarter, that is the quarter we are now in, the 
expenditures will be 9.6 billion. 

In the fourth quarter of the last fiscal year, Senator, which we just 
finished, it was 8.5 billion, and in the third quarter, which was the 
January quarter, it was 6.6 billion, and in the quarter before that, 
5.2, and in the quarter before that, 4.2 

Senator Tarr. When you say security contracts, what do you mean? 

Mr. Jounstron. I am talking about—I am breaking the total 
security program into the Department of Defense expenditures, the 
MDAP expenditures 

Senator Kerr. The what? 

Mr. Jonnsron. The military defense expenditures for Europe. 

Senator Tarr. Foreign. 

Mr. Jounsron. The economic aid program. The stockpiling 
program, and the atomic energy program. That is what I am break- 
ing it down into, and the total is what I call the total for the security 
program. This fiscal year, on the present estimate, the total would be 
$47.6 billion. Now, that is about $2 billion less, Senator, than what 
I originally told you. 

Senator Tarr. You told me there that you thought you could get 
up to 50 billion 

Mr. Jonnsron. That is right. 

Senator Tarr (continuing). By November of this year. 

Mr. Jounston. We will get at the annual rate of 50 billion, accord- 
ing to the-—— 

Senator Tarr. Well, the annual rate of the military expenditures in 
fiscal ’52, the year just beginning, according to the budget, is 44 billion. 
That does not include foreign aid, and you would have to throw in 
6 or so, to get 50 billion for the year. 

Mr. Jounston. Would you like me to give you these figures? 
They are all broken down here, if you want to see them. 

Senator Tarr. What I want to know is from the timing standpoint 
how far you would be spending them in November. 

Mr. Jonnston. These are the billions—you see, it shows how—— 

Senator Kerr. A little louder. 

Mr. Jounston. Maybe you would like to have me read them? 

Senator Tarr. Yes. 

[ think this table should go into the record. 

Senator Kerr. I think so. 
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The CHarrMan. Please put it in the record so that we all can see it. 1 

Senator Tarr. Your figures now are what? mo! 

Mr. Jounstron. I would prefer not to put these in the record. dat 
These are supposed to be confidential figures to me. 

Senator Tarr. You are now in accord with the budget? 

Mr. Jounston. That is right. 

Senator Tarr. The budget has given us already the confidential! 
figures. 

Mr. Jonnston. On atomic energy, too? 

Senator Tarr. Not in detail, but the total. 

Mr. Jounston. I do not mind putting the total in the record, but 
I hate to have it broken down. 

The CHarRMAN. Give us the total. 

Senator Tarr. You have total expenditures for fiscal 1952, of 67 
billion—— 

Mr. Jounston. Yes, 67% billion. It should be 68% billion. 

Senator Tarr. And the budget gave us the other day about 68.4, 
so that is substantially the same. 

Now, your military expenditures during the fiscal year, or whatever 
you call your security, how much is that? 

Mr. Jounston. All right. The military expenditures for the fiscal! 
year—and I will give them to you by quarters—the total security 
program, not broken dow n, for the first quarter is 9.3 billion. 

Senator Tarr. Is this the contract business or does this include the 
personnel, paid personnel in the Armed Forces 

Mr. Jounston. This is total, Senator; this . total. 

Senator Tarr. All right. 

Mr. Jonnston. The second quarter is 11.3 billion; the third quar ter 
12.5 billion and—that is at the rate of 50 billion a year. The fourth 
quarter is 14.9 billion, totaling 48 billion dollars. Those are the 
latest figures as of this morning. 

Senator Tarr. Forty-eight billion? That includes the 44 billion 
here for Armed Forces, plus 4 for foreign aid apparently? 

Mr. Jounstron. That is the right security total. 

Senator Tarr. So, roughly speaking, your figures are the same as 
the budget figures for fiscal 1952. 

Mr. Jounston. Approximately the same; ves, sir. 

Senator Tarr. So you figure that by Nov ember, we will be spending 
at the rate of 11 billion; that is not contract, however, is it? IT mean, 
the contracts would be smaller than that? 

Senator Kerr. It would be larger. 

Mr. Jonnston. They would be larger than that, Senator. 

Senator Tarr. Actual operations, payments on contracts. 

Mr. Jonnston. Payment on contracts would be smaller than that 
actual awards of coniracts will be much larger. 

Senator Tarr. You have here—this is marked confidential, so | 
don’t know if I had better ask vou about it—Mr. Knowles furnished 
me with a statement giving the total number in value of the Depart- 
ment of Defense obligations from July 1 to the 30th of April—con- 
tracts let. Is there any secret about that? That is not marked 
particularly. 

Mr. Jounston. I would not think so, Senator. 

Senator Tarr. As long as it is not broken down. The breakdown 
may be confidential. 
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You give that as $26.2 billion in contracts let since the first 9 
months of the fiscal year. Have you that? Is that brought ‘up to 
date at all or have you not got the figures yet for this quarter? 

Mr. Jonnston. Let me see if I have any figures up to date on that. 

I have the total expended for the military program domestically, 
if you would like that, for hard goods, soft goods, and construction 
without any pay in it at all, Army pay or maintenance. 

Senator Tarr. That is what I have here as 26.2 billion for 6 months. 

Mr. Jonnston. Yes. Griff says that the latest figures we have 
are to add about 12 billion for the fourth quarter. 

Senator Tarr. For the fourth quarter? 

Mr. Jounston. Yes, to that. 

Senator Tarr. So that you say today you are letting, roughly 
speaking, in 12 weeks $12 billion in contracts? 

Mr. Jonnston. That is right. 

Senator Tarr. So you repeat the statment that you are now letting, 
or the Government is now letting, defense contracts at the rate of a 
billion dollars a week, approximately? 

Mr. Jounston. That is right. It is a little higher than that, 
Senator; it is going up higher. It will probably be a billion one or a 
billion two. 

Senator Tarr. What I want to hear from you if you can maké a 
case, is whether this tax bill shoul It be passe id right away or to wait. 
We are faced with this problem: We have just come through here 
with a year in which the Government has a surplus of 3% billion 
dollars, and we have to be pretty well assured of what is going to 
happen now in spending in the next 6 months before we are justified 
n asking the people to pay more taxes after a surplus; that is the 
problem, that is the difficulty that I have. We have to answer to 
our constituents as to what their taxes are. 

Mr. Jounston. Our best estimates, Senator, are that you will have 
a deficit in this quarter of a little over a billion dollars. 

Senator Taft. In the 3 months. 

Mr. Jounstron. In the 3 months, and probably that is lower than 
the figure I originally told you because the production of goods has 
been a little slower than we contemplated; the delivery of goods has 
been a little slower than we contemplated. 

Senator Tarr. Of course, the billion dollars 

Mr. Jounsvron. A little over a billion, ves. 

Senator Tarr (continuing). Is a good deal less than the deficit we 
had in the first quarter. The first quarter is always a bad quarter; 
the money comes in the last quarter of the year. 

Mr. Jounston. That is seasonal; that is not the actual cash; that 
is a seasonal adjustment for the year. 

Senator Tarr. That is a new definition; I am not interested in the 
statistical adjustment. That is a new one on me. How about the 
real deficit. I am not interested in the statistical adjustments. 

\[r. Jounston. What will the real deficit be? 

Senator Tarr. If there is only a billion-dollar deficit in 3 months, 
ve might as well have a vacation in August and then come back later. 

Mr. Jounston. That is a seasonal adjustment, Senator. I cannot 
tell you; I think John Snyder could tell you better than I could— 
he probably testified. 

Senator FLANDERS. You mean a seasonally estimated one’ 
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Mr. Jounston. That is right. 

Senator FLanpers. Do not use ‘‘adjustment” because that makes 
a phoney budget. If you mean that you estimate the seasonal effect 
of receipts and expenditures, that is intelligible. 

Senator Tarr. [ do not see the seasonal adjustment. I don't 
quite get that. 

Mr. Jonnston. What we are trying to say is if your tax rate was 
your present tax rate for the year, that instead of running a surplus 
as you ran these other quarters, the second, third and fourth quar- 
ters, you would run a deficit on the over-all fiscal year basis. 

Now, what the deficit will be, actual cash deficit will be, I eanno: 
tell you because it unquestionably, as Senator Taft says, will be much 
higher than that, much higher than that But you accelerate, you 
see, Senator Flanders, from total expenditures in the first quarter 
of this year of 14.4 billion, you accelerate to about 204 billion in tli 
fourth quarter of this fiscal yea 

Senator Fianpers. Is that w hat you mean by a seasonal adjust 
ment? 

Mr. Jonnston. That is probably what I mean. 

Senator FLanpers. That is intelligible. 

Senator Tarr. All right, Mr. Chairman, I am through. 

The CHarrMAN. Senator Frear? 

Senator Frear. Just one question, Mr. Johnston. At what period 
previous to the present time do you think that wages, prices, an( 
profits were in the most equitable terms? 

Mr. Jounston. We think that January, 1950, was a period when 
there was the best balance between wages and prices. 

Now, there is no period when there is not inequality in the wage 
and price structure. 

Senator Frear. I| think we will admit that. 

Mr. Jonnston. But we feel there was a relative period of stabilit 
in the latter part of 1949 and the early part of 1950, and the cost of 
living index put out by the BLS on January 15 reflected, in ow 
opinion, a period of relative stability in the whole economic pictur 
and that is the reason we have used January 15, 1950, as a base fo 
cost of living adjustments. 

Senator Frear. There were the least inequities in there? 

Mr. Jonnston. Yes, sir. 

Senator Frear. I have a formula I want to present to you, |} 

don’t want to burden the committee with it. 

Mr. Jounstron. You certainly may have all the time you wis) 

Senator Frear. If I can have about 3 minutes. 

Mr. Jounston. You certainly can have all the time you want 

The CuarrMan. Are there any other questions of the witness? 

Senator FLanperRs. Will you tell us, Mr. Johnston, what vou 
responsibility is for allocations? 

Mr. Jounston. I have no responsibility, Senator, for allocations 
That is NPA and DPA. I have only the responsibility of recom 
mendations. 

Senator FLanpers. I noted that up until now you have been charg 
with everything; you are charged with the question of our defens 
expenditures—if you want $90 billion or thereabouts—so I want to be 
clear in my own mind that vou do have responsibility for suggestio 
on allocations? 
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Mr. Jounston. I do; yes, sir. 

Senator FLaANperRs. Have you any information or means of in- 
formation which would indicate whether the contractors for the armed 
services were stocking material materially faster than they were 
using it? 

Mr. Jonnston. We have had—I have had some information that 
that is true; that in certain instances raw materials were stocked more 
rapidly than they were being used as against future contracts. 

In the few instances we have been able to trace down, in some 
instances we found that the information was erroneous. Unquestion- 
ably, however, there is some of it that is true, but I do not think that 
it is any large amount. 

There has been some speculation in materials, hoarding them in 
warehouses, not by contractors, but for future sales. 

Senator FLANpERs. Yes. 

The smaller manufacturers, using such raw materials as steel and 
copper and so on, I judge by the correspondence which I get are very 
fearful of getting any possible fair attention to their needs—I am 
speaking of those who make things for the civilian economy rather 
than the military. They seem to think they will get a raw deal, 
whether it is done by individual allocation or whether the allocation 
for civilian goods is left to the suppliers to do in accordance with 
judgment, and their possible relations to their customers. 

Mr. Jounsron. In other words, they do not only not get raw 
materials but they get a raw deal in other things. 

Se meee FLANDERS. Yes. 

Mr. Jounston. Senator, we have tried to compensate for that. We 
have requested NPA and DPA, and Mr. Wilson has approved the 
allocation of materials for essential civilian goods and essential civilian 
supplies to keep the price down, and to keep civilian supplies rolling, 
and I think we will have no great difficulty with that. 

Contrary to what happened in the last war where there was not 
adequate assignment of raw materials for civilian goods by the War 
Production Board, that is not true today; and I think that there has 
been the utmost cooperation between Mr. Wilson’s office and this 
office in the allocation of raw materials for essential civilian use, and 
I see no reason why that should not continue, Senator; and I think 
many of these apprehensions of the manufacturers are based upon 
fear rather than actuality. 

Senator FLaANprERs. Yes. 

It does, of course, have some reference to the inflationary problem 
since the civilian goods become in short supply on account of inequi- 
table distribution of materials, and again you get a decrease in avail- 
able goods, and inflationary pressure. 

Mr. Jounston. That is the reason why CMP was set up, Senator, 
to try to allocate these essentially scarce materials among the civilian 
producers. 

The CuarrmMan. It will have a considerable effect on revenues if 
there is not an adequate allocation. 

Mr. Jonnston. We recognize that, Senator George, and that is 
the reason 

The CuHarrmMan. And while you properly emphasize the cease-fire 
will not change the program that is ahead of us substantially, I hope 
it will change one thing: I hope it will change any form of hysteria 
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on the part of the military that they can get everything that the, 
want to get. 

Mr. Jounsron. Well, Senator, that is one of the things that 
have tried to do, to emphasize to the military just that, and I thin! 
we have been fairly successful in it. For instance 

The CuarrMan. I hope you will be encouraged and strengthenod 
when you have a cease fire, because I think the people back hom 
have some change of sentiment, and that ought to have some bearing 
on the military. 

Mr. Jounsron. Just to take a minor thing, tin plate for tin cans 
for the beer industry. We have tried to keep that rolling for the be: 
industry, because they cannot get bottles or sufficient equipme: 
for bottling. They have to have cans. This is a tax problem, 
revenue problem. 

The CuarrmMan. That is pretty serious. 

Mr. Jounston. We have looked at all those angles. I have me: 
tioned beer as one of the many things. 

The CHarrMan. But it allows tin to be brought from abroad. 
tin is bought by the Government, is it not? 

Mr. JoHNsToN. Senator, it is not tin. It is tin plate, and it h; 
to be put on plate. It has to be put on a special type of sheet, as yo 
know, and that sheet is in very short supply. Yet we have insisted 
that reasonable amounts be allowed to go to the beer manufacturers 
so that revenue would be kept up. In other words, we have tr 
to keep in mind, Senator, not only the civilian requirements but t! 
revenue requirements. You are thoroughly right when you say 
you cut off these supplies to essential civilian producers you do m: Lte 
ally inte rfe re with revenue colle ‘ting. 

The CuarrMan. You certainly would not have much trouble 
mopping it up, mopping up income, if you cut off all scarce materia 
or if there is not an adequate distribution of your scarce materials 

Mr. JoHNnsTon. Senator, this job has more facets to it than 
Belgian cut diamond, and we are trying to look at all the facts simul- 
taneously. I can assure you it is not easy, because you bear in mind 
not only the civilian requirements and the military requirements and 
the foreign procurements, but all of these things we think it is our jol) 
to advise and counsel with other Government agencies. I do wan 
to say to you that up to this time other agencies and department: 
have been very cooperative in attempting to achieve results. 

The CHarrMAN. Are there any further questions? 

Senator Kerr. I would like to ask just on question, if I might 

The CHarrMAN. Yes; Senator Kerr. 

Senator Kerr. Questions have been asked here seeking informati: 
and what effect certain policies would have on production. Can yo 
tell us how the rate of production as of today compares with 
months ago, first in the field of civilian supply and, second, in tii 
field of military supply and, of course, that would then give us tly 
information as to the over-all picture. 

Mr. Jounsron. Well, on the rate of civilian supply, the informat. 
we receive is that civilian production is approximately at the sam 
level that it was in the first quarter of this year. 

Senator Kerr. You mean as it was 12 months ago? 

Mr. Jounston. No; the first quarter. 

Senator Kerr. Six months ago? 
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Mr. Jounsron. That is right. 

Senator Kerr. How did that compare with the first quarter 
of the last fiscal year? 

Mr. Jounsron. It was approximately—— 

Senator Kerr. Or the July 1 quarter of 1950? 

Mr. Jonnston. As I remember the figures—and our economist is 
here to correct me—as I remember the figures, it was about $21 or 
$22 billion higher in the first quarter of this calendar year than it 
was in the first quarter of the last calendar year, but it has held 
reasonably steady in the second quarter of this calendar year. 

Senator Kerr. Wasn’t that comparable to the second quarter 
of the last calendar year? 

Mr. Jounston. No; it was way above the- 

Senator Kerr. No; I mean the differential is comparable. 

Mr. Jounston. Yes; the differential is comparable. 

Now, on military goods, the military has stepped up appreciably. 
a production has stepped up appreciably since the first of this 
year, this calendar year. It has stepped up appreciably, and I think it 
anil up—well, I don’t have those figures; I do not have them. 
I think it stepped up in the neighborhood, on an annual basis, of 
around 20 billion. 

Senator Kerr. That was with reference to a field which had 
produced how much in terms of dollars? 

Mr. Jounsron. Well, that field had been producing, in terms of 
dollars, at the rate of about 19 billion on an annual basis. Would it 
not be that, Griff? 

Mr. Jonnson. At the present time? 

Mr. Jounsron. No; last year. In other words, the last calendar 
year it produced at the annual rate of 18 or 19 billion, and is producing 
during this calendar year at the rate of about 39 to 40 billion. 

Senator Kerr. In other words, we are today producing in the civil- 
ian field about $20 billion ahead of a year ago, and in the military field 
about 20 billion above a year ago 

Mr. Jonnstron. Right, sir. 

Senator Kerr. Which is a total of about 40 billion which is, in reali- 
ty, in between a 15- or 17-percent increase in the over-all in the rate of 
production. 

Mr. Jounston. No; that is not correct, Senator; that is too high. 
That is in dollars. 

The CHarrMan. That is the dollar increase. 

Mr. Jounston. It is a little too high. 

Senator Kerr. Is it not increased from 225 billion to 285 billion? 

Mr. Jounstron. No; it has increased from 265 billion to about— 
well, what was the figure before? It is a little over 300 billion now. 

Senator Tarr. What are you talking about? I mean, what is the 
total of what? 

Mr. Jounston. Gross production. In other words— 

Senator Tarr. Not gross products, because gross products is 300 
billion to start with, and it is up to 340. What is this figure? 

Mr. Jounston. I think it was 270, and it is now at the rate of 310. 

Senator Kerr. Is it 265 or 270 for the calendar year 1950? 

Mr. Jonnston. I think we are running at the rate now of 310. 

Senator Kerr. Well, that is—— 

Mr. Jonnston. That is about 40 billion—— 
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Senator Kerr. That is about 45 billion above. 

Mr. Jounston. That is right. 

Senator Kerr. It then resolves itself to a mathematical problem 
of what increase 310 is to 265, does it not? 

Mr. Jonnston. Or 275. 

Senator Kerr. How does that lack of being 15 percent, just between 
you and me? 

Mr. Jounston. Just between you and me it is pretty close. | 
think the figures are wrong. 

Senator MriuurKin. May I ask a question? 

Mr. Jonnston. It was 279, the annual rate, 279.8, which is pra 
tically 280. 

Senator Kerr. That was the calendar year 1950. 

Senator Tarr. Which page are you reading from? Which page 
that? 

Mr. Jonnston. That is page 2 of the Economic Indicators for Jun 
1951. 

Senator Tarr. Page 2? 

Senator Kerr. It had not attained that rate as of 12 months ago, 
had it? 

Mr. Jounston. Yes; the gross national product in 1950 was 279.8 

Senator Kerr. Well, I say it had not attained that rate as of June 
30, 1950. 

Mr. Jounstron. No, sir. 

Mr. Jounson. It was about 270 billion in the middle of 1950. 

Senator Kerr. If it is 280 for the year, what will it be for this year? 

Mr. Jounson. 272 for the third quarter. 

Mr. Jounston. First quarter, 263. 

Senator Kerr. What will it be this year? 

Mr. Jounston. 310 annual rate. 

Senator Kerr. Then the over-all increase is 30 billion? 

Mr. Jonnston. Well, 313.9. 

Senator Tarr. That is the first quarter? 

Mr. Jonnston. That is the first quarter. We are taking that as 
an annual basis. 

Senator Kerr. The 280 was an annual basis; is that not right? 

Mr. Jonnston. That is right: annual basis. 

Senator Kerr. What is your estimate for the total for this an- 
nual 

Mr. Jonnston. About 330, as I recall. 

Senator Kerr. 330? That would be an increase of 50 billion. 

Senator Tarr. Eighteen percent; eighteen percent between the 
first quarter of last year and this year. 

Senator Kerr. The year’s total is going to be between a 15- and 
20-percent increase. 

Mr. Jounston. Yes, sir. 

Senator Kerr. That would not indicate there had been any great 
slow-down in production caused by any freezing. . 

Mr. Jounston. Oh, goodness, Senator, I don’t think the wage and 
price controls have had any effect in retarding production. 

Senator Kerr. | thought so. 

Mr. JoHnston. Quite the contrary. 

Senator Kerr. I thought we had to get the facts in the record. 





‘oblem 


‘tween 


se. 


prac 


page Is 


yr Jun 


hs ago, 


y 279.8. 


of June 


that as 
rht? 
this an- 
on. 
een the 


15- and 


ny great 


rage and 


cord. 


REVENUE ACT OF 1951 259 


Senator Tarr. I think they have been wholly ineffective; I think 
the drop in the increase was due to a lot of other things. 

Senator Kerr. In the final analysis the record itself will probably 
be the best evidence of the situation. 

Mr. Jounsron. No question about that. 

The CuarrMan. But you are just getting into the period of sharp 
allocations. 

Mr. Jounstron. Yes, sir. 

The CHarRMAN. That is the point 1 was making, Senator Kerr. 

Mr. Jounston. That is right. 

Senator Kerr. Mr. Chairman, I was not addressing my questions 
at the line of questions which the chairman had asked. 

The CHarrMAN. Senator Millikin, you said you had another ques- 
tion. 

Senator Mriuikin. Do you agree, Mr. Johnston, that money spent 
for consumer goods is the most dynamic, so far as inflation is con- 
cerned? 

Mr: Jounsron. Right, sir. 

Senator MILLIKIN. You agree that, perhaps, 70 percent of the in- 
come available for the purchase of consumer goods is in the bracket 
from $5,000 on down? What techniques do you recommend to this 
committee for increasing the tax take from people who find themselves 
in those lower brackets? 

Mr. Jonnsron. Well, our personal assumption in the ESA has been 
that there must be a fairly substantial bite on those groups below 
$5,000 although we dislike it. We feel that is the only thing to do to 
effect stabilization. 

Senator Miuuikry. Are you satisfied with the scheme of the bite in 
the House bill? 

Mr. Jounston. We feel that the administration’s, Secretary 
Snyder’s, program is a more effective program in that it takes more 
from the lower groups. 

Senator Minurkin. Thank you very much. 

The CuHarrMan. If there are no further questions, thank you very 
much, 

Mr. Jounston. Thank you very much, Senator, for your courtesy. 

The CuarrMan. We will meet at 10 o’clock in the morning. 

Whereupon, vat 12:35 p. m., the committee recessed to reconvene 
Tuesday, July 3, 1951, at 10 a. m.) 
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TUESDAY, JULY 3, 1951 


Unitep Srates SENATE, 
COMMITTEE ON FINANCE, 
Washington, D. C. 

The committee met, pursuant to recess at 10 a. m., in room 312, 
Senate Office Building, Senator Walter F. George (chairman) pre- 
siding. 

Present: Senators George (chairman), Connally, Byrd, Kerr, 
Frear, Millikin, Taft, and Butler (Nebraska). 

Also present: Elizabeth B. Springer, Chief Clerk. 

Colin F, Stam, chief of staff, Joint Committee on Internal Revenue 
Taxation. 

The CuatrMan. Mr. Wilson, you may have this seat right here. 

Mr. Witson. Thank you, sir. 

The Cuarrman. Mr. Charles E. Wilson, Director of Defense 
Mobilization, is before the committee this morning. I believe you 
have a prepared statement, Mr. Wilson? I believe you do. 


STATEMENT OF CHARLES E. WILSON, DIRECTOR OF DEFENSE 
MOBILIZATION, ACCOMPANIED BY R. A. CORREA, GENERAL 
COUNSEL; AND ARTHUR SMITHIES, CONSULTANT 


Mr. Witson. Yes, sir. 

The CHarrMAN. You may proceed with it. 

Mr. Wiuson. All right. 

The CHarrMaANn. Will it interrupt you if you should be questioned 
as you read your prepared statement? 

Mr. Wixson. Just as you please, sir. 

The Cuarrman. Other members of the committee will probably be 
here in a while. They are very sensitive to traffic congestion during 
this transportation strike and some of them may be a little late, but 
they will all be coming in. 

Mr. Wiison. Shall I proceed, Mr. Chairman? 

The CuHarrMan. Yes, sir; you may proceed. 

Mr. Wuison. I know that all of you are aware of the necessity for 
adequate revenues to support our mobilization program. In con- 
sidering the Revenue Act of 1950, your committee took the lead in pro- 
viding a sound financial basis on which to build the first stage of our 
production program. Now you again have the opportunity to place 
our defense program on a pay-as-you-go basis. 

There are many perplexing problems 1 in the tax bill now being studied 
by your committee. I do not intend to discuss these specific problems 
with you, since witnesses, from within Government and without, 
more familiar with the particular issues involved, have already ap- 
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peared and will continue to appear before you. With your permis 
sion, I prefer to leave to them recommendations of a detailed nature 

My concern today, however, is with the broader problem: Th, 
relationship of taxes to the mobilization program. 

There are three points that I wish to emphasize to the committee 
First, that our defense program must continue to go forward vigo 
ously; second, that our military requirements must be fulfilled 
schedule; and third, that these must be accomplished without 
weakening our economic structure. 

Some of you may be wondering what effect a truce in Korea w'!| 
have upon our defense-mobilization program if current negotiations 
are successful. 

The answer is, It will have no effect: Our defense mobilization 
must be based, not upon the Korean fighting, but upon what we know 
to be the ultimate aims and present tactics of the Soviet Union. 
Until we know that there is a genuine change in the long-term aims 
of world communism, we cannot afford to slow the pace of our own 
defense build-up and our aid to other countries. 

Since the war in Korea began, $42 billion in orders for military 
goods and facilities have been placed and contracts are being let at 
the rate of 3.5 to 4 billion dollars per month. The speed with which 
production goes forward under these contracts in part determines the 
rate of military expenditure during the fiscal year. Deliveries of 
end items and construction activity have already reached a level o! 
$1.5 billion monthly and within a year from now deliveries are 
scheduled to increase 4 billion dollars a month. 

Senator Miuurkin. Is that the calendar year or fiscal year? 

Mr. Witson. Fiscal year, Senator. 

In discussing future expenditures, I am using figures previously 
furnished to the committee by the Bureau of the Budget. As you 
know, my office does not prepare these estimates. 

The total estimated expenditures for fiscal 1952 are expected 
exceed $68 billion, $48 billion of which is earmarked for nations 
security. These figures are based upon estimates which are con- 
sidered to be conservative. But on the basis of these estimates it 
seems clear that we may be faced with the prospect of a deficit in the 
fiscal year 1952. As the Assistant Director of the Bureau of the 
Budget said in his testimony: 

A delay or an acceleration of deliveries of heavy military equipment under 
contracts involving many billions of dollars can shift several billion dollars of 
expenditures from one fiscal year to another. 

As you know, my job as Director of Defense Mobilization is to se: 
that the military requirements, as determined and scheduled by tli 
military, are met, and met as nearly as possible on time. This 
means it is necessary to clear the way for military and essential 
civilian production by curtailing nonessential production, diverting 
materials, and providing aids to necessary expansion of productive 
facilities. It also means removing obstacles to production and 
pediting conversion to military production in order to assure an 
adequate flow of military end items. Frankly, however, I am not 
satisfied with our progress in achieving defense production. 

In order to overcome delays we are now taking definite action to 
assure our production goals. Shortages of machine tools have caused 
a longer time lag between placement of contracts and actual receipt 
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of goods than was originally expected. We are working on this 
problem and have eased the shortage to some extent through the 
pooling of contracts for machine tools and by releasing tools from the 
reserve Which was accumulated at the close of World War II. We 
are also taking additional steps concerning pricing, and allocation 
of machine tools, as well as the utilization of second-hand and rebuilt 
tools by defense contractors. Similarly, to speed up the production 
of aircraft we are establishing an Aircraft Production Board along 
the lines of the Board which was so successful during World War II 
and have set up a similar Electronics Production Board. 

We have also introduced a controlled materials plan to channel 
steel, aluminum, and copper to essential uses. Under the controlled 
materials plan producers of defense and defense-supporting items 
will receive an allotment of these materials and a priority for other 
materials on the basis of approved production schedules. These 
materials are made available by the contractor to subcontractors in 
the proper quantities to assure completion of the contract. Non- 
defense consumption of controlled materials is reduced by limiting 
purchases to fixed proportions of normal usage. Even more com- 
plete allocations are necessary for some other metals, particularly 
the alloying metals, such as columbium, cobalt, and tungsten. 

Senator Miniikin. What is columbium? 

Mr. Witson. It is a metal that is not in very wide supply, and it 
is used in the alloying of steel for making it stand high temperatures, 
and for toughness. 

Senator Miturkin. Where is it produced? 

Mr. Witson. In the United States. We have a supply, but it is 
not a very free supply. There is not very much of it. 

Through these and other measures we expect a rapid increase in 
defense production. If these measures are fully successful, there 
could be a shift of several billion dollars in expenditures from 1953 
to the current fiscal year. Under these circumstances, the deficit 
for 1952 could be larger than is presently expected. 

Even under ideal circumstances it will take until 1953 to reach the 
peak of deliveries under our program. By then tanks, planes, and 
guns will be rolling off the production lines in real volume. Our 
mobilization program, therefore, calls for substantially increased 
military expenditures during that year. Even though the expendi- 
tures for fiscal 1953 cannot now be closely computed, it seems clear 
that the expenditures which must be made in that year strengthen 
rather than weaken the need for higher taxation at this time. If 
we can place ourselves on a pay-as-you-go basis for this vear or even 
achieve a surplus, it may be unnecessary to take further tax action 
in fiscal 1953 even though we may have a deficit in that vear. 

Senator Mitiikin. How do you reconcile that, Mr. Wilson, with 
your theory of pay-as-you-go? 

Mr. Witson. Well—— 

Senator Mrixiikin. It has got to be one way or the other. 

Mr. Witson. What I mean by that, Senator, is this: That if we 
are successful in production to the point we hope we can for military 
production, military requirements, that it is quite possible that our 
output, our expenditures in that year, with the other Government 
expenditures added, would be considerably beyond the tax take even 
on the basis proposed in this tax bill. 
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Senator Miiurkin. This is not exactly clear to me and it is some- 
what mystifying tome. How can we proceed then on a pay-as-you-go 
basis? 

Mr. Wiuson. Well, pay-as-you-go is, I guess, relative. We recom- 
mend the pay-as-you-go for 1952, but it seems quite unlikely that we 
are going to be able to—we may have a deficit even at that. 

Senator MILuiKin. Does it not seem quite clear to you, Mr. Wilson, 
that as far as fiscal 1953 is concerned, if your plans or any of the 
plans that have come to public attention mature, that we shall have g 
very sizable deficit in that year unless, as Secretary Snyder has sug 
gested, we adopt new methods of taxation that heretofore have not 
been considered with respect to taxes? 

Mr. Wixson. If we had a deficit in 1953 fiseal, it seems to me that 
we could contemplate then, if there was no change in the methods of 
taxation, and barring all-out war now—all bets are off if we have 
all-out war—then our expenditures for these military items which, 
of course, are the nub of our difficulties, that they are going to fall 
off in 1954 and 1955. 

The CuarrMan. They would begin to level off when we do reach 
the peak? 

Mr. Witson. I would think, barring war, that the peak will be in 
fiscal 1953, and from that time on we ought to slide down. 

Senator MILuLIKiIn. Your testimony so far has been, Mr. Wilson, 
that we will slide down, but that the plateau into which we slide, would 
still be in the order of magnitude that would require an increase in 
taxes at the present. 

Senator Tarr. Not much in 1953. 

Senator Miuurkin. And during the remainder of that increase in 
the future, which means even in “the plateau period, you have a rate 
of taxation which is higher than anything this country has ever known 

Mr. Witson. I would think that we might have difficulty in balanc- 
ing in 1953, even with this program, but that whatever deficit there 
was should be made up if we maintain the same tax rate, in 1954 and 
1955. That is the way it appears to me. 

Senator Tarr. No, Mr. Wilson. You are proposing, in effect, that 
we balance the budget at $68 billion for 1952. And now, the figures 
given so far, and if you agree with them, in the budget would figure that 
we would spend $20 billion more in 1953, so you are advocating that 
we borrow $20 billion in 1953. Is that right, is that what you are 
proposing? 

Mr. Witson. We would have a loss—we would have a deficit in 
1952 and 1953. 

Senator Tarr. You think we ought to now plan for deficit financing 
in 1953 and probably 1954 as a lag, and you do not stop spending once 
you start going. 

Mr. Wiuson. In 1954 we— 

Senator Tarr. Probably in 1954 it would still be a deficit if you 
only collect $68 billion in taxes, would it not? 

Mr. Witson. We would reduce. I would think that in 1954 we 
would be all right. 

Senator Tarr. What do you mean by “all right”? How much 
would you spend? You would not be back to your normal 65 billion 
that was testified to here—normal, the new normal 65. {Laughter.| 

Somewhere between 65 and 85, is that right? 
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Mr. Witson. Well, I figured just about between the two, but I do 
not know what it is going to be, by any means; but I cannot see why 
we could not look forward to a very, very substantial reduction of 
the military expenditures in 1954, fiscal 1954; I cannot see why that 
is not possible. 

Senator Tarr. What kind of expenditures? Stop buying airplanes 
and tanks? Have we got enough of them, is that it 

Mr. Wrison. I think so. 

Senator Tarr. You do not reduce the 3 million men in the Army, 
Navy, and Air C ‘orps. 

Mr. Witson. That is right, but you have got them outfitted, and 
you have got their reserves. 

Senator Tarr. Will there not be new planes, or new plans for more 
airplanes, and various other things at that time to take up? 

Mr. Wiison. I suppose that will never stop while you have any 
Army of 3% million men, and in the good old American way we will 
obsolete the 1952 models and 1951 models; we always do. 

Senator Tarr. I think you are optimistic a little about 1954. I 
think 1954 would be as bad as 1953. 

Mr. Witson. [ certainly do not think we can go on forever spending 
n these years this tremendous amount of 50 billions of dollars a year. 

Senator Tarr. I am glad of that conclusion finally. 

Senator Miturkin. Mr. Wilson, if you finance your deficit in 1953 
with bonds, and do not sell those bonds to the people, you will be 
fueling inflation some more, will you not? 

Mr. Wizson. Unless you sell them to the people. 

Senator MinuiKin. Yes. 

Mr. Wiuson. Yes, that would steam up inflation. 

Senator Minuikin. This is off the record. 

There was discussion off the record.) 

Senator Tarr. Mr. Wilson, if we are going to borrow $20 billion 
in 1953, why not begin gradually and borrow $5 billion in 1952, and 
$10 or $15 billion for 1953? If you are going to begin this bond- 
selling proposition why not begin it at a gradual scale and see that 
it is done right and not do it all in one year? If you contemplate 
deficit financing in 1953, why not have deficit financing in 1952, 
which is just as extraordinary an expenditure, apparently? 

Mr. Witson. Well, it seems to me that—I happen to be an advo- 
cate, as nearly as possible, even under present circumstances of tre- 
mendous spending, of balarcing up as nearly as it is possible to do so. 

Senator Tarr. I am in favor of cutting the spending, frankly, so 
far as | am concerned, so that vou can balance it. 

just do not think the Army has to spend any such tremendous 
sums in fiscal 1953; but it seems to me if you admit now that you 
are going to spend so much, and that you are going to have a deficit 
anyway, why not begin now with deficit spending and plan it carefully 
and get the bonds to the people’s real savings; find out how you get 
them there, and start now instead of waiting for 1953 if that is what 
you are coming to anyway’ 

Mr. Witson. But, Senator, do you think you are going to be very 

successful in selling those bonds? 
_ Senator Tarr. | am not advocating it; I am only examining it. 
lhe press always makes that mistake. I am just trying to test the 
logic of your position, in which vou say here is pay as you go out of the 
window in 1953, but not in 1952? I do not quite see the logic of it. 
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Senator Miuuikin. There is another phase of the same thing, \{) 
Wilson, that bothers some of the members, and, I think, very much 

We now have a rate of taxation at the present time, and whateye 
we may add as a result of the legislation that is pending before us, as 
we said before, is and will be the highest in history. 

Mr. Witson. Tremendous. 

Senator MiLurkin. Many of us fear a mild recession. I am not 
talking about a massive recession. Even a mild recession and carry- 
ing a tax burden of that kind might jeopardize the economy of this 
country. What do you think about that? 

Mr. Witson. I do not see how a mild recession is possible under 
present conditions, with this amount of Government spending on top 
of what is a pretty lush economy anyway, I do not see why we fear 

Senator MrLurkin. Doesn’t that somewhat depend on how much 
spending power you blot up? 

Mr. Witson. That, of course, is true, but I do not believe we are 
blotting up enough. 

Senator Miuuikin. If we proceed with these blotting up operations 
of spending power, by virtue of doing that you are slowi ing up in one 
side of your economy. 

Mr. Witson. That is right, but—— 

Senator Miiurkin. If that were done in a profligate way it could 
lead to disaster, could it not? 

Mr. Witson. If it is done in a profligate way it certainly could. 
certainly think it is a situation that has got to be watched ver 
closely, but I have not seen any signs yet that there is that dange: 
that is imminent; I do not see that. 

Senator Mriuirkin. If you do not do that—TI am talking more or less 
in terms of extremes now—of course, the job is to get a balance, b 
continuing to talk more or less in terms of extremes, if you do not «: 
this blotting up, you are going to continue inflation, are you not? 

Mr. Witson. I think you will; yes, sir. 

Senator Tarr. Mr. Wilson, when you say that in time of peace, 11 
1953, vou do not think we can raise the taxes that are necessary \ 
pay the expenses, does that not imply that we are spending beyond 
the capacity of this country to spend, and still maintain a norma 
economy? 

Mr. Wiison. Yes; I think we are. I think you have got an ex- 
traordinary condition. 

Senator Tarr. You think such a course is justified in time of peac 

Mr. Witson. In time of peace, no, I do not think so; but I do no! 
think this is a time of peace, Senator. 

Senator Tarr. Well, it is a semipeace. 

Mr. Witson. Semipeace. 

Senator Tarr. It is not war, all-out war. 

Mr. Witson. It is not all-out war. 

Senator Tarr. And it is a condition we contemplate for 10 years 
to come, or maybe a long time, and I just wonder whether we are not 
assuming, by going all over the world and spending $8 billion 
foreign countries, a burden beyond the economic capacity of tis 
country, whether that is not more dangerous than it is to post pon 
slightly this expenditure, cut out some of the things that are—well, | 
notice the House is cutting out a lot of military construction that 
has been in the Budget; the House Appropriations Committee this 
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last week has cut out hundreds of millions of dollars of military con- 
struction they do not think, at least, is absolutely necessary. 

Can’t we cut this thing to a point where we can be within the 
economic capacity of this country to stand it, without this business 
of borrowing money which, I think, inevitably ‘will bring inflation, no 
matter how well the bonds are placed? 

Mr. Wixson. Senator, I could not agree with you more about the 
necessity of scrutinizing these expenditures for the very reasons that 
you have laid out. But my own theory has been that we are in—I 
accept the fact that we are told we are in—a mess, and we have got 
to try to guarantee our security by building our might as quickly as 
we can, and I accept that. 

Senator Tarr. Yes; but where you build it is a question of expense, 
and that is one reason why I was opposed to this European Army 
project. It costs three times or twice as muc - to keep the men in 
Kurope as it does in this country. Aren’t w assuming obligations 
all over the world beyond the economic capacity of this country if 
you say we cannot raise the money in taxes to pay it? That is what 
you said, and that is the thing that is significant today in your testi- 
mony, that the other witnesses have not frankly admitted, that we 
have got to a point in taxation where in 1953 we cannot hope to 
balance the budget. That is the significant thing to me, and it seems 
to me it shows that we are attempting something beyond our economic 
capacity in this project that has to be somehow toned down. I am 
in favor to the project, in general, but it does seem to me to be on an 
extraordinary scale. 

The Cuarrman. Mr. Wilson, did I understand you to say you 
think that if your program can be expedited, stepped up, the e xpendi- 
tures in fiseal 1952 may exceed somewhat the estimates? 

Mr. Winson. Yes; that could happen. 

The CHarrMAN. That could happen. 

Mr. Witson. Yes. 

The CHarrMAN. Well, 1953 would still carry a heavy load; at the 
same time you then anticipate that there will be some leveling off 
after 1953? 

Mr. Wiutson. That is right, Senator. 

The CHAIRMAN. I am inclined—at least I hope you are correct. 

Mr. Wiison. I would think we could level off. 

The CHAIRMAN. Yes. 

Mr. Wiuson. In fiscal 1954 and barring war, all this, of course, is 
continually assuming that-——— 

The CHatrrRMAN. Oh, yes. 

Mr. Witson (continuing). I would think that 1954 and 1955 
could stand a very considerable reduction. 

Senator Miturkin. Pardon me, Mr. Chairman, had you finished? 

The CuarrMaAn. No; I just want to call attention to the fact that 
our staff, not the Treasury staff, as of now estimates the expenditure 
for the fiscal year 1952, has already been revised downward by 3.2 


billions —$3,200,000,000, and I think that the staff is wes along 
the right lines. Of course, the staff cannot do anything but estimate 
income. It cannot estimate expenditures; in other words, it can 
only forecast them, based upon the other fellow’s information. 

\ir. Witson. That is right. 

The CuarrMan. All right, Mr. Wilson. 
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Senator Mruurxrin. I would like to ask a question. 

The CHarRMAN. Yes, sir. 

Senator Miuurkin. Is it your understanding that the surplus for 
fiscal 1951 will become available for expenditure in fiscal 1952 if that 
were the Treasury decision? 

Mr. Witson. Yes, sir; that is my understanding, Senator. 

Senator MILurKkin. That is a fact to be considered in reaching 
balance in fiseal 1952? 

Mr. Witson. That is right, sir. 

Senator Mriuikin. Well, there are several other questions I have 
We have got to make some—what do they call it now—“guestimates 
on what the expenditures will be, and also we have got to make som, 
“ouestimates’’ on whether the Treasury is underestimating the r 
enues for fiscal 1952. 

All of those considered together might lead easily to a balanced 
budget, unless you increase your production, which must be paid for 
in fiscal 1952 to a very large extent. 

Mr. Witson. That is right. 

Senator Mintirkin. Let me ask you this: Supposing, after we pass 
1953 and we get on this plateau, if by that time we have substantially 
reduced foreign aid, military and otherwise, and if by that time wi 
will have seriously reduced the amount of expenditures we are pump- 
ing into the economy, might not that in itself produce a certain 
amount of recession? 

Mr. Witson. Well, it could be, Senator, I suppose, but to go back 
to the period around 1945, do you remember how we were all told by 
some experts that we were going to have 12 million people out of wor 
and the national income was going to be reduced, and so on? How- 
ever, the reverse was true. 

Senator Minturkin. They forgot the little item of obsolescence 

Mr. Witson. And the pent-up demand for goods. 

Senator Miturkin. Which is the obverse of what I am talking 
about. 

Mr. Witson. And personally—I am no economic expert, and it 
must have been clear to you by now that I make no bones about 
being one—but in running my own business in 1945, 1 made plans to 
more than double it—— 

Senator MiLuikin Yes. 

Mr. Witson (continuing). And it worked that way. 

Senator Mruiikin. You were sound because in your particula: 
business especially you had enormous pent-up buying demands. 

Mr. Witson. That is right. 

Senator Miiurkrn. During the same period that demand was stimu- 
lated by obsolescence of the type of equipment that you make, but 
until we get out on an all-out basis we have a different situation. 

Mr. Wiison. Well, we still are going to have tremendous demands 
a goods for export, in my judgment, when and if we get a period o! 

eal peace, in order to go to work in the world. There is still a 
mendous bac klog of material that we can supply, and I think that is 
going to be an incentive for our American business. 

Senator Mruurkrn. I do not think our exports are going to dry up, 
but this—— 

Mr. Witson. I think they will increase. 
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Senator Mriiurkrn. But the testimony before this committee has 
shown that a considerable part of our exports at the present time is on 
a we-pay-the-bill basis, and assuming —that is my assumption, which 
is that we will either cut that out or seriously reduce it—assuming all 
these stimulations that Government gives to our economy, wartime 
preparation, foreign aid, assuming that that is reduced subst: tially, 
certainly there is that much less 

Mr. Witson. That is right. 

Senator MILLIKIN (continuing). Elevation in the economy. 

Mr. Wiuson. That is right. 

Senator Miiiikin. And unless that lag is picked up, and picked up 
rapidly by private enterprise, you are liable to have this recession that 
| am talking about, where ¥ your normal tax burden, as it now is 
under the new norm, might be very destructive. 

Mr. Witson. I would agree that there is that danger, there is no 
question about that. Maybe I am an optimist, made so by experience 
over a considerable period i in business, but my best guess is that, being 
the dynamic economy it is, we are not going to recede, and in spite of 
those dangers—and | admit they exist—that you mention, I think 
that we are going to expand this economy; we are going to have the 
wherewithal to do it; and you are going to have a tremendous pent-up 
demand again, because while you have got about 61 million people em- 
ployed, at the highest wages and salaries this country ever saw, why, 
they are going to have the wherewithal to expand this economy. 
They have got the desires, and I think industry and commerce are 
going to meet those desires, and I would look for an expanding 
economy. 

Senator Mruiikin. But you would not contend—assume that is true, 
and I verily believe it over the long term—you would not contend that 
within that long-term increase there will not be recessions. 

Mr. Witson. Oh, we do not seem to be smart enough to eliminate 
those entirely, and they may occur; yes. 

Senator Miniikin. My whole point is, when you get into that kind 
of a situation, that with the tax burden we are talking about, the kind 
of tax burden we are talking about as a minimum, you are liable to 
precipitate a deeper recession. 

Mr. Witson. If you ever contemplate this kind of a tax burden for 
many years, I mean beyond this time when you have got to pay off 
such a deficit, which is the only time [ would want to contemplate it, I 
just do not think our economy could expand under peacetime condi- 
tions with a tax burden like this. I think you would wreck it. 

Senator MiLurkin. Well, that is all I am driving at. I think that 
is correct. 

Mr. Witson. I would agree to that without any hesitation, 

Senator Mituikin. That is exactly what I am trying to get at. 

Senator Byrp. What percent—you have been the head of a very 
successful corporation, one of the biggest and best of the United 
States, what a through the vears do you think a corporation 
could pay of its net earnings and still remain a vital, dynamic expo- 
nent of the private a rprise system? 

Mr. Wiison. I think the percentage that was paid until you made 
the 1950 change 

Senator Byrp. What percent? We have before us a bill here that 
may tax the corporations 70 percent. 

86141—51—pt. 1-18 
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Can a corporation afford to pay 70 percent over a period of years 
and still expand and meet the demand of a growing economy—meet 
the demands which a growing economy places upon such a corporation? 

Mr. Wixson, Not possibly. 

Senator Byrp. What percent could it be? 

Mr. Witson. Less than 50. 

Senator Byrp. Less than 50? The bill that we are now considering, 
as you well know, is going to greatly exceed that——— 

Mr. Witson. Of course. 

Senator Byrp (continuing). For a long period of time. 

Mr. Witson. For a long period of time. However, in a peacetim 
economy I do not think you can hope for expansion at that tax rate. 

Senator Byrp. How long could we maintain our economy under 
this semiwar condition, taking from corporations from 65 to 70 per- 
cent of their net incomes? 

Mr. Wiuson. I certainly would not want to contemplate it beyond 
1955. 

Senator Byrp. Is that the great problem that confronts us? We 
can do this thing temporarily, but there is a long-range proposition. 
If it comes, with ‘the threat of war to a democrac ‘Vv, it is just as damag- 
ing to our economy as war itself. 

Mr. Wixson. That is right. If this is for a long pull, I do not 
think you can keep it up. 

Senator Byrp. That is the reason that I questioned your judgment 
a little while ago when you said that we were in for a long-range 
prosperity, and an expanding economy, because there certainly is no 
hope of any reduction in taxes within the foreseeable future, because 
the Budget, and the Secretary of the Treasury, they gave us figures 
the other day for 1952 of $68 billion in expenditures; 19: 53, 85 billion: 
1954, perhaps 75 billion; and then leveling off to 65 billion in 1955 
That is what disturbs me, and I would like you to address yourse!f 
to that, because this is a long-range thing that we are confronted 
with now. 

We may not have a war, if we have it at all, for a long, long time 
to come, and still we are weakened here at home. 

Mr. Witson. If you do not have war by—take your own figures 
there—1955, when they said they would expend $65 billion total for 
Government, why, I certainy think you are going to have to reduce, 
substantially reduce, your Government expenditures; substantially 
reduce them, reduce your taxes or else you cannot maintain this kind 
of an economy. I do not believe it is possible; I just do not. 

Senator Byrp. In other words, you would say that 1955 would b 
right at the danger point? 

Mr. Witson. That is right. I do not think you can go beyond 
that. I would hope we could do something before it. 

Senator Byrp. Then, you think in the long-range program, that 
a corporation or individual as well—many individuals in business 
cannot expand their business and meet the demands of a growing 
economy if they pay more than 50 percent of their net income in 
taxes? 

Mr. Witson. I believe that. 

Senator Byrp. Another thing: Suppose we reduce these expendi 
tures to a point that they will pay only 50 percent. Then we hay 
got to cut back to, say, 45 or 50 billion. 
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What effect will this have on this so-called prosperity that we have 
now? 

Mr. Wixtson. You mean after we have become strong? 

Senator Byrp. Well, | am speaking not of the military end of 
I am speaking of the impact upon our economy here 

You said a few moments ago that you did not anticipate any 
recession because of Government spending. 

Now, you say that after 1955 we have got to cut these things down 
in order to preserve our free enterprise system. 

Mr. Wiuson. If there is no war. 

Senator Byrp. If we cut it down, say, $25 billion in 1955, what is 
going to happen? Won't some recession occur? 

Mr. Witson. Well, I do not think so. I believe if you cut your 
taxes and give industry a chance to expand, that there may be a 
hiatus for a short time, but I think you can build up again because 
I think there is going to be a very considerable amount of savings 
accumulated, and a pent-up demand; and assuming that we maintain 
the same levels of income, why, I think you can have an expanding 
economy. 

Senator Byrp. There will be a period of readjustment there. 
You cannot stop spending 15, 20, 25 billion of Federal money and 
not create some gaps in the economy. 

Mr. Witson. That is why I like the idea, if it is possible, but I am 
afraid that Joe Stalin will determine it, that if we come up to a period 
of relative might in 1953 that we begin to taper off if there is no war, 
and conditions are ripe, we begin the tapering process, and I mean 
cutting into it pretty well, in 1954. 

Senator Byrp. What do you mean, cut the spending back? What 
figure would you think we should arrive at? 

“Mr. Wiuson. I would certainly think that we could cut back 10 
billions in 1954; maybe as much as 20 billions in 1955. 

Senator Byrp. Then you would get dowr to—the figure is 65 billion 
here, that they gave us, Mr. Snyder and the budget people, in 1955. 
You would cut how much of the 65? 

Mr. Witson. In 1955. 

Senator Byrp. I am speaking of the effect upon our economy, you 
understand? 

Mr. Witson. Thatisright. Iam taking the military expenditures. 

Senator Byrp. What can the economy stand, the total tax cost? 

Senator Tarr. They figure 40 billion finally, current—40_ billion 
for the military. 

Mr. Witson. Forty-six billion in 1953. 

Senator Byrp. You would take 20 billion off the 65 billion; that 
is what it would be, and you think 45 billion? 

Mr. Witson. If the conditions were right. 

Senator Byrp. And the business economy could, perhaps, stand 
an annual tax payment of 45? 

Mr. Witson. Yes. 

Senator Byrp. If it continued in the high level of prosperity, but 
you do not think that it can possibly continue the present rate of 
taxation as contemplated in this bill beyond 1955? 

Mr. Wiuson. If you do not have war, I certainly do not think you 
can and have a healthy economy. I do not see how you can do it. 

Senator Byrp. I agree with you. 
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The Cuarrman. All right, Mr. Wilson, suppose you finish th 
prepared statement. 

Mr. Witson. All right, sir. 

The Caarrman. You were on page 5. 

Mr. Witson. We cannot afford to wait while our defense program 
expands to the extent that we may be forced into deficit financing 
in order to pay our bills. I believe that we should keep financially 
current and even, if possible, build a surplus for the future effort to 
come—and that relates to this 1953 build-up and tapering off in 1954 
and 1955. That is sound business practice and, I believe, sound 
government policy. 

If we are not prepared to tax ourselves sufficiently now, there ar 
two alternatives open to us: 

1. We can cut the defense program. That, in my view, is unthink- 
able. The dangers we face are far more serious than the incon- 
veniences of mobilization. And this is so even if we are fortunate 
enough to negotiate an acceptable peace in Korea. These dangers 
are world-wide and we must. not permit ourselves to be lulled into a 
sense of false security. 

2. We can é¢arry out the defense program through borrowing and 
abandon any efforts to pay-as-we-go. Such a course would expos: 
us to all of the evils of inflation and seriously reduce the value of the 
dollar. 

We will, of course, continue our price, wage, and credit controls 
as they will aid in keeping the lid on inflation. Direct controls 
however, deal primarily with the results of inflation and do not strik 
at the roots. Without the fundamental step of removing excess 
purchasing power, they cannot do the entire job. Moreover, in a 
changing and expanding economy there is continual need for price 
adjustment. There must be some price increases where higher prices 
are needed to stimulate increased production. Unless there is an 
adequate tax program to dry up excess purchasing power, it is difficult 
to administer price and wage controls with the flexibility necessary 
to assure increased production. 

Senator Mriirkin. Where does the excess purchasing powe: 
largely reside in this country? 

Mr. Witson. Well, presumably it resides in the 60 million people 
employed. I think it is pretty much across the economy, but you 
have got 61,000,000 employed now, and that is a potent group to 
consider. The incomes are way up. 

Senator Miuuikry. You agree that, perhaps, 70 percent of the 
national income is in brackets from $5,000 on down? 

Mr. Witson_ I think so. 

Senator Miiiikry. If you are going to do any drying up, is it not 

fact that the major field for drying up is that particular one? 

Mr. Witson. It is one of the places. 

Senator Mri~uikin. You recommend that? 

Mr. Witson. Yes. 

Senator Miiirkry. Do you think the House bill accomplishes that? 

Mr. Witson. No; I do not fully. 

Senator Miiuikin. What specifically would you recommend to this 
committee? 

Mr. Witson. I am not prepared to recommend a figure, but I believe 
that that is one place that some of the increased burden, of course 
should be applied. 
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Senator Miuuikin. I am not making any recommendations either; 
[ am trying to learn something. But it certainly is something that 
has to be considered. 

Mr. Witson. It seems to me it just stands to reason that there is a 
tremendous pool of income that is increasing, and has got to share 
this burden. 

Senator Miturkin. Do you see any feasible way of allocation of 
goods that would affect that large segment of our economy? 

Mr. Witson. Allocation of goods? 

Senator MiLiikin. Yes. 

Mr. Witson. No; I do not. 

Senator Mituikin. You do not think that is feasible? 

Mr. Wixson. No, sir; I do not. 

Senator MiLurkrin. So that in your judgment the only field would 
be the taxation field? 

Mr. Wiison. Yes. 

Senator Mitiikin. In that segment of the economy? 

Mr. Wiison. On a broad base. 

Senator Miutuikin. Thank you. 

The CuHarrMan. All right, Mr. Wilson. 

Senator Tarr. Mr. Wilson, just one thing: You are cutting back 
automobile production—— 

Mr. Wiuson. Thirty-five percent. 

Senator Tarr. How much? 

Mr. Wirtson. Thirty-five percent. 

Senator Tarr. A substantial reduction. Do you think it is going 
to be possible to hold the price of automobiles with that reduction? 
For example, we had great difficulty with black markets in new and 
second-hand automobiles; new automobiles became second-hand 
overnight, and do you think it is feasible to control, price-cont rol, and 
try to control the price of automobiles if you cut back that much? 

Mr. Witson. Yes. 

Senator Tarr. I think you should cut it back, but I am just 
wondering about the effectiveness of a price control. 

wel Mr. Witson. I think if we can keep it at 35 percent—35 percent of 
a tremendous production, you know. It is not as though we were 

ople cutting from a norm. We cut from a tremendously high production. 

you Furthermore, the market had been pretty well taken care of by the 

) production of 1949 and 1950. As a matter of fact, cars are backing 
up already in many lines. 

the Senator Tarr. That is true. But after 3 or 4 months, will not the 
whole thing resume itself in steady increase in purchasing power that 
you are creating? 

Mr. Witson. Well, of course, we are applying credit controls to try 
to stem that to the extent possib le. Sooner or later, Senator, yes, | 
think so. I do not think in a few months. Sooner or later, I think 
it will become a problem. That is why J sincerely hope that 
complete this building of our military might by 1953 because I think 
by that time all of these problems, such as tl 
raised—and I think it is a real problem. It wil 
cult to overcome—and that is why I personal ly am in fay 
tinuing this plan of making ourselves strong just as quickly 


retting that behind us so that we can resume a more normal economy. 
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Moreover, we must not permit ourselves to be misled 
that the inflationary upsurges of last June and late fall 
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contained. The present economic lull, I am convinced, is a temporary 
phenomenon and has provided us only with a breathing spell. A- 
we reach the close of the order-placing, contract-signing, and tooling- 
up stage, as the number of people engaged in military production and 

industriel expansion increases, inflation: ary pressures will begin to 
mount. Civilian goods now piled up in warehouses will be gone and 
because ale materials in short supply will have been channeled into 
defense production, the warehouse shelves may not be entirely refilled 
But with defense plants going full blast, there will be large amount: 
of money in the poe ‘kets of the people. If this excess purchasing 

power is not drawn off, economic stability will be difficult to achieve 

The tragedy of inflation is that it falls most heavily on those ¢ oups 
least able to afford it. The characteristic features of inflation are 
that various prices move upward at different rates and increases in 
income lag behind increases in prices. Individuals and institutions 
living primarily on fixed incomes—white-collar workers, widows, and 
pensioners, for example—are the hardest hit of all. 

Failure to restrain inflation also has serious ee on the 
cost of the production program to the Government. General Ma: 
shall has graphically described the ravages of inflation on our military 
build-up. The Secretarv of Defense has pointed out that of the $35 
billion authorized for military purposes in the last fiscal vear, 7 billion 
have been lost through higher prices. 

Senator Tarr. Isn’t that an exaggeration? Ultimately, after re 
negotiation and all—wholesale prices have only gone up about 10 o: 
12 percent or something of the sort; the cost of living is up about 9 
8 or 9 percent. Does that not indicate either a careless letting of 
contracts, if that is the result, or is it not going to be recovered i 
renegotiation? 

Mr. Witson. Well, some of it may be. But just take soft goods 
as an example, Senator. 

Senator Tarr. That is a tremendous increase. There has been no 
increase in the personnel pay; food has only increased 8 percent 
Here is an increase of, he claims, 20 percent, which means there mus 
be 40 percent in industrial goods, and so forth. 

Mr. Wiison. Well, there has been 10 percent in wages entering 
into these defense contracts. 

Senator Tarr. That is right. That is 10 percent, but this is 2 
percent; he is talking about a 20 percent increase in all military 
expenditures of $35 billion. 

Mr. Witson. Well, I do not have an analvsis of his $7 billio: 
figure, but I know there are many many items where it is a whole lo! 
more than 10 percent, and that is why I took it for granted that his 
figures may be correct. I have not checked them. 

Just let me give you a couple of items. Blankets that cost sever 
dollars and some cents—TI have forgotten how many cents—now cos! 
him $20. That is on account of the wool situation. 

Senator Tarr. Now, that is down again. 

Mr. Witson. That is down again, but he bought them, and go! 
millions of them at the high price of wool. 

Senator Tarr. That is only one item. 

Mr. Wiuson. All right. Take shoes. 

Senator Tarr. But your general increase—what about shoes? 

Mr. Witson. Well, a hundred percent higher. 
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Senator Tarr. Well, they are not so for civilian purposes; why 
are they so for military purposes? I go out and buy the same shoes I 
have always bought at a 10 or 15 percent increase. 

Mr. Witson. Do you? Tell me where you get them, because mine 
cost me a lot more. 

Senator Tarr. I buy Regal shoes; I have bought them all my life. 

Mr. Witson. I have got to look them up. I just bought a pair 
last Saturday, Senator, and I felt that I had been hooked at the in- 
crease I had to pay, the same shoes I have been wearing for 30 years, 
and it was a whole lot more than 10 or 15 percent. 

Senator Tarr. The Government can buy them at wholesale—a 
tremendous contract. It seems to me there is something wrong with 
the procurement system if the Government is paying a 20 percent 
increase on everything. I just do not think it is possible. I think it 
is an exaggeration, so far as I am concerned, in Secretary Marshall’s 
testimony. 

Mr. Witson. You would go along with 10 percent, would you, 
Senator? 

Senator Tarr. I think 10 percent is reasonable; yes. I think that 
was closer. If you take the over-all economic field, I think it might 
be a little higher, because wholesale prices have gone up. 

Senator Mitiikin. Let us settle for 15. 

Mr. Witson. Well, it is somewhere between the two. You have 
got some items that are up tremendously on account of 

Senator Miiirkin. Senator Capehart questioned on the floor their 
statement about radio. 

Mr. Witson. Electronics? 

Senator Miuirkin. Radar, and so forth, equipment; television, 
and so forth. We are all guessing. 

Senator Tarr. That has all gone up very little, and the same 
testimony with respect to that said it was going up three times. If se, 
it is very poor management and procurement policies. 

Senator Mriuikin. We are all guessing, Mr. Wilson. I think 
General Marshall can make good his claim on the first bounce, but 
| do not think he has taken account of the fact that the Government 
gets a lot back of that money in terms of excess profits and in terms 
of income taxes. 

Senator Tarr. And renegotiations. 

Senator Mriuikin. And renegotiation, and so forth gut so far 
as the first bounce is concerned, I do not think General Marshall has 
any difficulty at all in making his case. 

The CHAIRMAN. On the question of renegotiation, the Board has 
not actually been appointed, has it? 

Mr. Witson. I think not, sir. 

The CuarrmMan. The Renegotiation Board. There is a lag there in 
getting the renegotiation processes at work. 

Senator Butier. Is it not possible that a lot of the inflation or 
apparent inflation is due to the fact that contracts are made reck- 
lessly or carelessly, I would sav, with the idea that while we recover 
in & way in renegotiation, we have not gotten to renegotiation, and 
the additional expenditures have already been made, and money 
has been spent, with the hope of recapturing some of it 

I think it will be far better business to make their purchases and 
contracts on a competitive basis, like other people do, instead of just 





276 REVENUE ACT OF 1951 


buying everything on a negotiated basis. That is one of the greatest 
criticisms I have heard on the buying program since the Korean 
affair started. 

Mr. Wiuson. You are going to have other witnesses here who ar 
responsible for that buying. I do not know what percentage they are 
buying on a competitive basis and how much on a negotiated basis. 
I would think, however, that the quicker we get the ‘Renegotiation 
Board appointed and set up and get a set of rules for its operation, 
the better it would be, because- 

The CuHatrmMan. It would seem that would be a wise course to 
follow. Of course, the contractors are going to be here, and they can 
still negotiate them, but if they are ready and have set up the rules 
and regulations, it strikes me that we ought to do it. 

Mr. Witson. I think for the protection of the Government and 
the protection of the contractors they ought to know what the rules 
of the game are going to be. 

The Cuarrman. Yes, sir. 

Senator Connatty. As a matter of fact, the existence of the 
Renegotiation Board and the appointment of its members will have 
a tendency to ease the Government’s position, because the contractor 
knows when he comes up that he is going to be renegotiated if he is 
too high—— 

Mr. Witson. That is right. 

Senator CONNALLY (continuing). And he might cut his costs. 

Mr. Witson. That is right. 

Senator CONNALLY. Isn’t that true? 

Mr. Witson. Oh, ves. But I think, in fairness to both sides, 
whatever the rules of renegotiation are now ought to be known; it 
should not be a mystery. 

Senator Connatiy. Of course, they ought to be known. 

The CHAIRMAN. Yes. 

Mr. Wrison. That was not so in the last go-around. 

Senator Connau.ty. Well, the last go-around, renegotiation was 
sort of an afterthought. They did not start out with that in view 
when they first began, and they woke up later on to decide that we 
had better renegotiate and get some of this money back. 

The Cuarrman. All right, Mr. Wilson. 

Mr. Witson. This loss of guns, planes, and tanks to inflation, is 
not even compensated by a corresponding loss suffered by the enemy) 
as it would on the field of battle. However, if we are to remain free, 
these losses of military supplies to inflation must be regained through 
additional appropriations, which, in turn, increases the need for addi- 
tional taxes. 

Unfortunately, there is no such thing as a painless tax program. 
The need to release materials for defense production and to curb in- 
flation demands a broad-based tax increase. Ina sense, a heavy tax 
program at this time, is like surgery. It hurts, but in the long run 
we will be better off for it. This increase, however, must be equitably 
distributed across the entire community so that all share the burdens 
necessary to protect our national security. 

Senator Tarr. We call it taxation. If we called it draining off 
purchasing power, it makes it sound so much simpler and easier. 

Mr. Wiison. Easier; that is right. [{Laughter.] 

That is, I think, a better way to put it. 
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When we are tempted to grumble about taxes, let us remember 
how really fortunate we are. Despite our enormous expenditures 
for armaments, we are continuing to maintain our civilian economy 
at or near pre-Korean levels. Our gross national product for fiscal 
1951 is estimated at around $305 billion, of which defense production 
has taken less than 10 percent. In fiscal 1952, of an estimated gross 
national product of $330 billion, about 17 percent will go for defense, 
leaving output for civilian purposes almost as high as in 1951. At 
the height of our mobilization program, we expect to be devoting no 
more than 20 percent of our gross national product for defense. 

It is difficult to estimate tax requirements precisely. Changes on 
the international front and the progress of research and development 
at home may demand rapid shifts in our program. 

Senator Minurkin. Mr. Wilson—— 

Mr. Witson. Yes, sir. 

Senator MILLIKIN (continuing). You contemplate, assuming that 
there should be something resembling a peace in Korea, that the 
administration in power will reestimate its programs, or will it go 
ahead with the existing program? 

Mr. Wiuson. Well, sir, from all that I have heard, they will go 
ahead with the program. 

Senator Miuurkrn. In other words, they are not going to stopcock 
the program—the theory of turning it off when things look kind of 
good, and turning it on again when it does not look so good? 

Mr. Writson. I think the enemy is too tricky, is known to be too 
tricky, to have us lulled into that false position, foolish position. 

Senator Minurkin. You do not think we will be confronted with 
that sort of thing? 

Mr. Witson. No, sir; I do not. I certainly hope not for my 
country’s sake, that we do not get into any such position as that. 

I think it would be a horrible mistake to ease up on this program 
that we have gone ahead with. I will not say anything about the 
timing of it, but if we do not profit by what we have seen abroad of 
the enemy and his aims and ambitions, and continue to make this 
country militarily mighty, I think it would be one of the worst mistakes 
in our history. 

Senator ConnALLY. It would be like demobilizing too quickly after 
World War II. 

Mr. Wirtson. The same. 

Senator Tarr. Of course 8% billion of this is for foreign countries. 

Mr. Witson. Yes, sir. That is what it is, about 6 for muitary 
assistance and 2% for general ECA-type assistance. 

Senator Tarr. There seems to be a certain question of a foggy 
understanding of 1% billion in there, whether it is military or economic. 

Mr. Wirson. I do not know, Senator, I am sorry to say, but I was 
over there in Europe about 6 weeks ago, and talked to some of our 
allies among the few free nations left, and from what I could gain, I 
certainly am in favor of their getting strong, and bearing a part of this 
burden, just as quickly as they can, I mean this burden of the defense 
of the free world. 

1 am also convinced that some of them need help to do it, and, well, 
it is tremendously expensive. 

Senator Tarr. Should it be $8% billion? that is the question. 


Mr. Witson. Well—— 
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Senator Conna.Liy. We are furnishing aid which is to our advantage 
as well as theirs, are we not? 

Mr. Wuson. I think so, Senator. If you want them strong and 
they are unable to get strong, why, we would have to do it. 

Senator Conna.iy. The reason we want them strong is not only 
for their own defense, but ultimately for our own defense, isn’t tha‘ 
true? 

Mr. Wiutson. That is right, I think it is. 

Senator Minuixin. Mr. W aa would you not say that coming 
right down to brass tacks we can have no peace in the true sense of thie 
word in this world until we reach an ultimate adjustment with Com 
munist Russia? 

Mr. Wixson. I do not think there is any question about it. 

Senator Miiirkin. And all of the other things are merely periphera 
incidents 

Mr. Witson. That is right. 

Senator MILLikrn (continuing). That may or may not bear on the 
ultimate problem which I pose to you. Is that not correct? 

Mr. Witson. I think that is well put, sir. 

Senator Connauty. Do you not think that this present effort to 
get a cease-fire though is optimistic along the lines of ultimatel) 
there may be an improvement in our relations with Communis| 
countries? 

Mr. Wixson. That could be, sir; that could be; and I surmise 
that our experts in that field will probe and see whether that is so, 
whether it means more than just the possibility of peace in Korea. 

Senator ConNALLY. If it is in good faith on their part, I am assum- 
ing. 

Mr. Witson. That is right. 

Senator Connauuiy. Of course, if it is not, if it is a trick, a screen 
to build up behind it for another war, why, that is different. 

Mr. Witson. That is right. 

Senator ConnaLiy. But we cannot ignore the opportunity to 
probe in and take advantage of whatever the situation may warrant 

Mr. Wiuson. That is right, sir. 

All this money we are spending, which certainly shocks a boy from 
New. York, I think is insurance, is the best insurance policy for peace 
we could have with the state of the world today. It is an awfully 
high-cost insurance policy. 

Senator Byrp. Yet you think if it is continued after 1955 it may 
destroy us. 

Mr. Wison. That is right. But I do not think you have to 
continue. 

Senator Byrp. It may destroy our free-enterprise system. 

Mr. Witson. I do not think it has to destroy us, Senator. 

Senator Byrp. That is the risk. 

Mr. Wiuson. Of course. 

Senator Byrp. You have to conserve everything, and all unneces- 
sary expenditures on the basis of the fact that it may. 

Mr. Witson. Some part of it, yes. But does it not stand to reason, 
Senator, that much of this money we are spending is for increased 
plant capacity, so that in the event of all-out war we would have 
enough steel and enough aluminum and all the other things, and for 
increased plant capacity for airplane manufacture, tank manufacture, 
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gun manufacture, right across the line? Well, that is all going to be 
in place by the end of 1953, so just take those expenditures alone; 
they are going to be reduced, that stuff is going to be in place and 
ready to go. 

Senator Byrp. Well, the question is, of course, how much they will 
be reduced if we spend $85 billion in 1953. It has got to be very 
substantial if that is so. 

Mr. Witson. That is right, to be helpful. 

Senator Byrp. We have got to cut $30 billion off of it. 

Senator ConNALLY. Won’t we be in a better position though with 
this preparation and this rearmament to withstand anything that 
may happen by our enemy, rather than to cut down below the point 
that we ought to expend? 

Mr. Witson. I think so, sir. 

What I meant to say, Senator, and [ think it is to the point you 
are making, is that by 1953 you are going to have tremendous stocks. 

Senator Byrp. That is right. 

Mr. Witson. Not as much, maybe, as the military wants, but they 
are going to have substantial stocks of planes, of tanks, of guns, of 
ammunition, all across the line. 

Now, it would certainly seem to me that after 1953 all this tremen- 
dous amount of money spent to get in that position, that is for the 
plants and for the development cost and tooling and all that sort of 
thing, that is behind us. There is one tremendous reduction that 
almost automatically comes in 1954 fiscal, so that it is reasonable and 
rational to say that after that—still if there is no all-out war—why, 
we can look forward to this reduction that we are all so hopeful of 
getting, and we are going to maintain our economy. 

Senator Byrp. But I want to know, and I am very much interested 
in your opinion in this, because I think there is probably no man in 
America who can give an opinion that would be sounder and more 
to be relied upon that we have got to reduce that high level to the 
extent of probably 25 or 30 billion, otherwise the taxation would be 
such that it would seriously impair the system of free enterprise. 

Mr. Witson. That is right. I think it has got to be—I have not 
figured out exactly how much, but I think it has got to be substantially 
reduced after that. 

Senator Byrp. You are probably aware of the fact that General 
Motors today is paying 62 percent of taxes. They would pay more 
under the excess-profits tax, except there is a ceiling of 62 percent. 

Now, you know, and have already stated, that no company can go 
forward and meet its responsibilities in a growing economy and pay 
(2 percent taxes. 

Mr. Witson. It never would be what it is today if it had to pay 


62 percent taxes for any length of time. 


Senator Byrp. It seems to me that is a peril that confronts us as 
nearly as great as the war itself, what we are going to do in 1953 and 
1954 in leveling off. I know it has occurred to you, as it has to many of 
us, that maybe Russia’s objective is to wes aken the economic system 
of this country over a long series of crises here and there, as it were, 
so that finally, when we do become weakened, and destroy and impair 
the free-enterprise system, as they did in England, we would be much 
more subject to being conquered—lI do not know whether it is con- 
quered in the sense of inflation—but we would be in a much more 
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serious condition, in a weakened condition, to withstand Russia than 
we are with our strong economy. 

Mr. Witson. That is right, sir. 

Senator Byrp. There is no doubt that the free-enterprise system 
is probably the best safeguard we have got for the future, the mass 
production, the capacity of it. 

Mr. Wixson. And a strong economy is a wonderful asset. 

Senator Byrp. So I think we have got to pay some attention to 
that question, which is imminent now, 2 years from now, and we have 
got to decide whether we are going to reduce these enormous expendi 
tures or go into a certain weakening of the free-enterprise system. 

Mr. Witson. I could not agree more heartily with anything that 
you have said. 

Senator Connatiy. On the other hand, all the money we spend 
now, we do not have to spend in 1953 or 1954; is that true? 

Mr. Wrison. Yes, sir. 

Senator Byrp. The history of this country has been that it is 
awfully hard to cut off expenditures when they are once started. | 
found that out. They always talk about getting them cut off at som: 
future time, but they never get cut off. 

The CaarrmMan. Let Mr. Wilson finish this prepared statement, 
if you will. 

Mr. Witson. There is just one more little bit if you want to get it 
in the record. 

We need to be in a financial position to move swiftly and surely to 
meet the needs of new and varied situations without incurring huge 
debts. Based upon our present conservative estimates and the need 
to meet the uncertainties of the future, I believe it would be unwise 
to go below the $10 billion figure recommended by the President. 

The CHarrMAN. Now, are there any further questions, Senator 
Connally? 

Senator Conna.tiy. No. 

The CHAtRMAN. Senator Millikin? 

Senator Mriirkrn. Mr. Wilson, passing the question of waste, 
and like sin, everyone is against waste—— 

Mr. Wiuson. Yes. 

Senator Minurkrn. Passing the question of waste, are you not, 
in fact, running what might be called a minimum—— 

Senator Kerr. Just a minute, if you will, Mr. Chairman. I can 
hear both the noise in the room and the Senator, but I cannot distin- 
guish or understand both. 

The CHarrMaNn. Let us have order in the committee room. All right, 
Senator. 

Senator Mruuikrn. Is not your program of preparation the minimum 
for maintaining the security of this country? In other words, there 
have been proposals that we should go on an all-out mobilization 
basis right now; that we should have controls clear across the board. 

Posing the problem against that contention, are you not doing th: 
minimum, and I again say, passing the question of waste, are you not 
doing the minimum in the way of military preparation? How could 
you do any less? 

Mr. Witson. Senator, of course, I am a Johnny-come-lately here. 
I have only been here 6 months, and when I came I was faced with 
this very question that you now pose. 
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Senator MILuikin. Yes. 

Mr. Witson. Should we do more, should we have an expanded 
program and pump up the production of military matériel faster. 
Well, I just do not believe that that would be a good program, because, 
in the first place, suppose you were successfui in it, and you could get 
$150 billion, which seems to be what we need to be. strong by, say, 
1953—suppose we tried to get that out of this economy in 2 years? 

Well, then you did not have war. After you had pumped up the 

economy on that basis, I think we would go into the worst tailspin if 
you did that in a 2-year period. 
' Furthermore, I do not think you would have succeeded anyway. 
[ do not think you can convert peacetime industry to wartime manu- 
facture or the manufacture of war matériel, | do not think you can 
convert it in that period. 

You did not do it before, and I do not think you would do it now. 

Another thing it would have done, there would have been the 
worst dislocation of labor in this country. You would have had at 
times millions, just millions, of people out of work, while you were 
waiting to convert. 

It takes 6, 9 months to convert these plants, and tool them up for 
the things that we are now tooling up for—so we adopted a plan. | 
do not know whether it is a good plan or not. Time will tell whether 
it is, but we adopted a 3-vear plan; that is, that in fiscal 1951, 1952, 
and 1953 we would bring out a total in new plants and military 
matériel—we would bring out approximately $150 billion in those 
3 years, about a $50 billion goal a year. J am just taking it roughly 
now, 

In that way we would maintain a strong economy and we do not 
reduce the production of civilian goods sO substantially as lO provide 
bad shortages and black markets and all that sort of thing, but we 
do not attain our full strength, admittedly, until, say, 1953. 

Senator Mituikin. Then, would you agree with me that what you 
have got is really a minimum program? 

Mir. Witson. I would say that it provides that. 

Senator Mituikrn. If there are risks, there are risks for that reason. 

Mr. Wiitson. There are risks in the interim; yes, sir. 

Senator Mriturkin. And your opinion is there would also be risks 
if vou had an accelerated program? 

Mr. Witson. I think the risks would be greater, and I think we 
would do the greatest favor to our Communist enemies if we adopted 
any other plan, because I think we would do just what Senator 
Connally referred to before, we would get mighty militarily, and we 
would be broken and broke economically, and I think our enemies 
would have gained a great victory. 

This way I think you have got some chance of a reasonably strong 
economy and a worth-while dollar at the end of the period. 

Senator Mituikin. What you are contending is not at all incon- 
sistent with achieving the utmost in economy without weakenin 
military program. 

Mr. Witson. That is right, sir. 

Senator Miuuikin. Yes. 

Senator Tarr. Mr. Wilson, you admit that it is a question of degree? 

\ir. Witson. Of course, it is, Senator. 
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Senator Tarr. You cannot be certain whether you have hit t\, 
right point or have not hit it. You say it is too much if we do mor 
and too little if we do less. But certainly it is all a question of degree 

Mr. Wixson. Absolutely. I would be the first to admit that. | 
may be wrong. 

Senator Tarr. And we have already a revised estimate which has 
cut the ex xpenditure estimate for 1952 by $3 billion, from the adminis 
tration itself. 

Mr. Wiison. That is right. 

Senator Tarr. The program which you are talking about is large, 
the manufacture of tanks and airplanes, and the whole milita: 
procedure? 

Mr. Wiison. That is right, sir. 

Senator Tarr. | have no reason to think that your judgment is 
wrong. But there are lots of other things outside of that, ar 
there not? , 

Mr. Wiison. Many. 

Senator Tarr. You have all this foreign aid question. 

Mr. Witson. That is right. 

Senator Tarr. Which is a military question. 

Mr. Witson. Right. 

Senator Tarr. Now, take the Korean War. I quite agree tha‘ 
if we make peace in Korea, that should not be any reason for letting 
up. On the other hand, surely it does not cost as much if we ar 
not fighting a war as if we are fighting a war. Is that not true? 

Mr. Wiison. Absolutely. 

Senator Tarr. That would affect the total expenses? 

Mr. Witson. That is right. 

Senator Mriurkin. But your main effort is to get the country pr: 
pared militarily on an over-all basis, as distinguished from turning 
it on or off according to Korea? 

Mr. Witson. That is right. 

Senator Minuiikin. Or any other particular single incident. that 
may occur around the world some place. 

Mr. Witson. Surely. Senator, if this were a corporation—and 
is, in effect, it is the biggest corporation in the world—you woul: 
take a program that would give you the best possible costs of yo 
rearmament. God knows, it is huge enough as it is, approximate!) 
$150 billion to get strong. But if you go to this turning on an 
turning off, or if. you try to get it out in a couple of years, you 
pay a cost for what vou get that would be tremendous. 

Now, with all the calculated risks that there are in it—and th 
are inherent in it and I admit it—vet I think this program of abo 
3 years to attain this might will give us the best possible costs an 
will keep us in the soundest economy. That ismy judgment, anywa) 

Senator MituiKin. You could not do less, could you, and achiev 
your own objective? 

Mr. Witson. I am no military expert, Senator. As to what the 
need to attain this might, I have to leave that to the military experts 
The Defense Department comes up with what that must be. |! 
accept that. I do not analyze that. I am not a military man 
am just a manufacturer and a peddler. So I| take their figures 0! 
what they need. 

Senator Byrp. Mr. Wilson, I would like to ask this question 





rit the 
O mor: 
degree 
iat. | 


ich has 


{minis 


largely 
ailitar 


nent is 
at, ar 


ee that 
letting 
we are 
ue? 


trv pre 


turning 


nt that 


and 
1 woul 
of vo 
imate!) 
on ah 
you V 


nd thes 
of abou! 


osts and 


anywils 
achiev: 


hat they 


experts 


t be 
man 
ures Ol 


on 


| 
i 
1 


| 


REVENUE ACT OF 1951 283 


Senator Tarr. What they need, Mr. Wilson, to carry out a foreign 
policy determined by the State Depar tment; is that not correct? 

Mr. Wizson. I do not know. 

Senator Byrp. Mr. Wilson, have any studies been conducted to 
estimate how much of that will be obsolete, because a great deal of 
this money will go for airplanes and other things that may be all 
right today but will not be effective 6 months from now’ 

“Mr. Witson. I do not think that the obsolescence rate is quite 
that high, Senator. 

Senator Byrp. I did not mean to mention any figure. You speak 
of $150 billion, just as if that is all that is necessary to keep us pre- 
pared. But we have to keep up to date with all the latest inventions, 
of whatever description. 

Mr. Wixtson. That is right. 

Senator Byrp. A lot of this stuff is going to get out of date for 
effective warfare; is that not correct? 

Mr. Witson. Not too badly in 3 years, Senator; some of it. 

Senator Byrp. We are preparing for mucb longer than 3 years, 
are we not? 

Mr. Witson. After you get it, yes. The years go on, 1 year, 
2 years, and some items will be obsolete by new inventions. That 
is right. I do not think there is any way out of that. But I think 
that. you could take care of that obsolescence and the replacement of 
what becomes obsolescent out of the very much smaller appropria- 
tion that we ought to be able to anticipate after 4 or 5 years. 

Senator Byrp. You spoke today in terms mostly of matériel, and 
so forth. We have an enormous personnel cost to sustain that. 

Mr. Witson. That is right. I did not question reduction in that 
present 34 million Army and Navy and Air Force, sir, because as 
an American, I would hope that we do not begin to talk about cutting 
that down until we have effectuated some kind of plan with our enemy 
that looks for long-term peace. 

Senator Byrp. That is included in this $150 billion over the next 
2 years, is it not? 

Mir. Witson. That is right, Senator. 

Senator MiLuikin. Even after you hit that peak after 1953. you 
will have probably $30 billion or $35 billion for military appropriation? 

Mr. Witson. Something like that. 

Senator Miturkin. That ought to be sufficient to take care of 

Mr. Wiuson. The maintenance of the Army and the obsolescence 
and such new weapons as you come along with. Maybe we will 
have all atomic page I do not know. We obsolete pretty fast 
in this country, thank God. That is why we have the standard of 
living we have and such a wonderfully lush economy in normal times. 

The Cuarrman. Are there any further questions? 

Senator Byrp. Mr. Wilson, I would like to ask one question. What 
do you know about the failure to appoint the Renegotiation Board? 
lt seems to me that that should be done immediately 

Mr. Wixison. I do not know. I have been frankly making some 
inquiries just last week, Senator, but I have not gotten the answers. 
That does not come in my shop, and I do not know anything about it. 

Senator Byrp. That is very important about the whole thing, and 
| should think that you would recommend to the President that he 
make these appointments. 
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Mr. Wriison. I made up my mind that I would look into it, Senato 
and find out what it is. 1 do not know. 

Senator Byrp. Four months ago they were thinking about the hi 
cost of these materials, but they had not even appointed the board {; 
renegotiating the contracts. 1 make the suggestion that that would 
be a very pertinent matter for you to recommend to the Presiden 
that he make those appointments. 

Mr. Wunson. Yes. 

The CHarrMan. He discussed that, Senator Byrd, while you 
happened to be out, I think. 

Senator Kerr. 

Senator Kerr. I would like to ask just one question. 

Do you feel in your own mind and m your own judgment that 
program that is outlined is within the capabilities of a sound econon 
and that the doing of it will not impair the soundness of our econom) 
You think that, do you not, Mr. Wilson? 

Mr. Wiison. Yes. 1 believe it is within the scope of our econon 
which is currently sound. If we are going to continue this rate « 
expenditure for a considerable number of vears, | would not say 
would be sound. , 

But I think for the 3-year period, that maybe we talk too muc 
about, but in gaining this military strength, I think it is sound, and 
we can put it on as nearly a pay-as-you-go basis as you can, I think 
we can maintain a sound economy. 

Senator Kerr. And feeling that way, and confronted with th 
recommendations of the Defense Department, if you had to mak« 
decision, would you not be as zealous in meeting the recommendations 
of the Defense Department on the basis of this 3-vear, $150 billio 
program as you would with reference to maintaining the position 
the economy? 

Mr. Witson. That is right. 

Senator Kerr. Thank you, sir. 

The CHarrMAN. Are there further questions? 

Senator Burter. Mr. Chairman, | do not know whether Mr. Wilso 
would care to express an opinion or not. He spoke of his trip 
Europe and the conditions he found over there. 

[ just wondered if you had the impression that those whom we ar 
trying to help abroad—of course, we are mainly interested in our ow: 
welfare for the future—but are those we are helping abroad doing 
much proportionately with their situations as the American taxpayer: 

Mr. Witson. I went to two countries where General Eisenhow 
wanted me to look over the production situation, especially, and 
both of those countries I got the impression—that is, France 
Kngland—that they were really making a very serious effort to increas 
their production of the military equipment they needed to meet 
goals that had been established for them by the joint groups over the: 
and especially by General Eisenhower. 

Of course, their problems are very, very much different from ours 
and even after they expressed a willingness to go ahead with th 
production problems and meet them, then they encounter grea 
difficulties about raw materials. We have to help them with that 

Unfortunately, they just do not have much that it takes for modern 
military weapons. That is true in both France and England, am 
that is what brings up this question of our supply of a number of thes 
things. 
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hator, Then in the matter of speed, trying to get them to get militarily 
strong within a reasonable time, that immediately brings up a problem 
of where they are going to get the machine tools to do it. They have 
not got them, and again we have to go in and supply the machine tools. 

But in both places, it seemed to me they recognize the problem. 
There was complete willingness to try to find the means of meeting it. 
| think it is fair to say that they look to us for a very considerable 
amount of help if they are going to succeed. 

Senator Tarr. 1 saw in the paper that you were disappointed, 
perhaps not with their effort, but with what had actually been 

‘complished up to date. 

Mr. Witson. Surely. It is true, Senator. 

Could I say this off the record, or do you want it on the record? 
hon Senator Tarr. No. Ii do not want it on the record. 
10m The CHarrMan. Take it off the record. 

(Discussion off the record.) 

The Cuarrman. Mr. Wilson, we thank you very, very much. 
think you have vour press conference this morning, do vou not? 
say i Mr. Witson. Yes. We are going to give the new report out, the 
second quarter report, sir. 

The CHatrrMAN. We appreciate your appearance here. You have 
3 been helpful to the committee, and we thank vou, sir, for coming over. 
CAI If it is agreeable with Mr. McNeil, who is next on the list, we shall 

allow Mrs. Rosenberg, the Assistant Secretary of Defense, to testify 
at this time. 

Mrs. Rosenberg, will you come around, and 
hear vou now. 

Mrs. RosensperG. Thank vou very much, Senator. 

| have a prepared statement, Senator, if 1 may r 

rad. 

The CuarrmMan. You would like to read that first, before answering 
questions? 

Mrs. RosenserG. I would like to. But anything that you gentle- 
men care to do, | would be glad todo. I think many of the 
may be answered in this. 

Senator Kerr. Do you have copies of your statement? 

Mrs. RosenserG. | am afraid | only have one, Senator. 

last night, not knowing that I had to come up here, an 

iave., 

The CHarrmMan. Mrs. Rosenberg, we will be glad to 
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STATEMENT OF ANNA M. ROSENBERG, ASSISTANT SECRETARY 
OF DEFENSE 


Mrs. Rosenserc. Mr. Chairman and gentlemen, in appeari 
fore this committee, | am deeply conscious of th importance 

ery citizen of how well the Defense Department does its job. 
Manpower and manpower utilization, which is the subject I thint 
1 want to hear from me on, are not only men and figures, but 
‘lars, tax dollars. One of the measures of our effective 

lars, how well we use them, and how few we are going to spend 
We all know that we are in for a long pull, one that will test this 
intry’s power of endurance as it has never been tested before. 


lf we are to maintain the necessary military strength through this 
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protracted period of tension, we will have to plan our defenses o1 
basis that will hold our expenditures of money and manpower to {\\ 
absolute minimum consistent with our national security. 

I want to emphasize that when I say the necessary military 
strength, I am referring to the approximately 3,500,000-man strengt); 
set by the Joint Chiefs of Staff and approved by the Presdient. This 
strength is a minimum one, essential for the coming year, regard|; 
of when the Korean fighting ends. 

In order to support these military forces, we require approximately 
in the coming year, 1,500,000 civilians. This military and civilia 
personnel strength must be considered in relation to the total defense 
budget. Within the total expenditure planned for the fiscal veat 
1952, 23 percent will be required for military personnel costs, and 
approximately 10 percent will be required to pay for civilian personne! 
employed by the Department of Defense, which includes the fou: 
services, Army, Navy, Air Force, and Marines, and other individual 
defense establishments where production is being maintained. 

Of these direct hire civilian personnel, approximately 40 percent 
are directly engaged in procurement, production, maintenance and 
operation of major matériel programs, or about 580,000 civilians for 
the coming fiscal year, as planned. Thirty-five percent are engaged 
maintenance, modification of equipment, reactivation of stations, and 
in operating the depot supply system, approximately 540,000 civilians 
The remaining 25 percent are engaged in service-supporting activities, 
such, for instance, as medical. He ‘re alone, 54,918 civilians will be 
engaged. 

Research and development will require 77,000; recruitment and 
instruction, 60,000; civilian components, 22,000; and the rest 
fiscal administration, industrial mobilization, and DOD Establish- 
ment-wide activities. 

It is the continuing policy of the Department of Defense to place 
as much of its production work as possible with private industry. 

The following are estimates of employment generated in privat 
industry through the expenditure of defense dollars for procurement 
and construction: 1950, June 30, approximately 1,000,000 peopl 
June 30, 1951, 3,400,000 people; June 30, 1952, 5,700,000 people. 

Even though the requirements for military and civilian personne! 
stated above were thoroughly reviewed prior to their submission 
the Congress by the Deputy Secretary of Defense and oe omptroll | 
no additional civilians will be hired in the coming year above thi 
current level without a further review and justification ss ‘all leve Is 
the way up, and a final one at my office. The Department of Defe 
has recently established new procedure for the submission and j 
fication of all manpower requirements, civilian and military. No 
ceiling increase will be granted until it has been tested by thes 
yardsticks. 

Senator Mitirkin. Are you speaking of a ceiling in manpower or 4 
ceiling in money? 

Mrs. Rosensera. Ceiling in manpower, sir, as permitted by tl 
money allocated in the 1952 budget. 

We believe budget manpower ceilings establish a limit, and not a 
goal. 

In the past few months, even before our new procedures which hav 
been put into effect in the Department of Defense were established 
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we had established civilian manpower ceilings in each military depart- 
ment and the Department of Defense itself, the Secretary’s office, 
within the budget ceilings previously permitted for fiscal 1951— 
1,311,000 persons were originally the planned strength for the end of 
fiscal 1951. I am talking of civilian personnel. As a result of man- 
power ceilings imposed within this budget, we will end fiseal 1951 with 
a lower civilian personnel strength than we have been permitted, ap- 
proximately 1,208,000. 

We will continue to review the utilization of the personnel already 
in the Establishment. 

A part of my job in the Defense Department is to work with the mili- 
tary services in developing and instituting programs to end waste in 
the assignment and use of personnel. We have no double standard 
for military and civilian personnel. 

Senator MiLuikin. May | interrupt the witness, Mr. Chairman? 

The CHatrRMAN. Senator Millikin. 

Senator Mitirkin. Would you suffer from an interruption at this 
time? 

Mrs. Rosensera. Not at all, Senator. 

Senator MrLiikin. Have you looked into the utilization of civilian 
manpower in the Pentagon? 

Mrs. Rosenpera. Yes, sir. 

Senator Mriiikin. What is your conclusion? 

Mrs. Rosenspera. If I may, | think part of this may be answered. 
1 can vive you rv conelusion, sir, about the Pentagen and every other 
establishment. I think we in America have had such an abundance 
of manpower that we have been wasteful of dollars and manpower. 
We must tighten all our controls, and we are well on the way to doing it. 

Senator Miturkin. What is your conclusion about the Pentagon? 

Mrs. Rosenserc. My conclusion about the Pentagon, sir, is the 
same as of every other Defense Establishment or every business estab- 
lishment. I am sure it can stand improvement. 

Senator Kerr. You mean, a reduction, Mrs. Rosenberg? 

Mrs. Rosenpera. Either reduction or an additional taking on of 
work. The way we think we are effecting even now some improve- 
ment is that there are additional programs and additional responsi- 
bilities put on the armed services and the people in the Defense De- 
partment in the Pentagon and other places. Instead of permitting 
additional new personnel, we are making them take on these additional 
new resnonsibilities with the existing personnel. 

I can give you an example of it, Senator, that I have taken on all 
the manpower functions and personnel functions, many of them which 
did not exist previously, as there was no manpower and personne] 
organization. I have so far taken on four civilians and one civilian 
stenographer additional, and I think I have assigned to me four or 
five military personnel. I have used three to four consultants who 
come in on per diem because I cannot get their services otherwise. 

Now, » have assumed a very large increase of work, and the 
people ho are right there have assumed it. 

In the Munitions Board alone, they have put in additional improve- 
ments where I think they have reduced their staff by about 1,500 
Mr. Jack Small is here, and he has these figures. The services a1 
trying to do the same. And I think, sir, you ar 
there is some improvement 
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I must say that there have been some stories about the Pentagon 
that I would say are slightly misleading, because of the inclusion of th 
Washington area. For instance, one story carried the entire Washin: 
ton area. That included Walter Reed, Fort Meade, and a lot of oth 
places. It was not the newspaperman’s fault who wrote it; it was 
the fault of the person who gave him a lump sum of everybody | that 
was considered in the Washington are: 

Senator Mriniurkin. I have no doubt ths at there have been exagge! 
tions. But is it your present opinion that, at the present time, a1 
under the present workload, the Pentagon is overstaffed with civilian 
employees? 

Mrs. Rosenspera. I cannot give you a categorical answer, Senator 
because I know some places they are understaffed and some places 
we could effect economies, and we are trying to transfer people from 
the places we feel economies are due. 

canier Miuurkin. | think you have answered it. In some places 
they are overstaffed and in some places they are not; and you wou 
tend to bring about a better balance by moving those who have 
nothing to do into places where they might have something to do; is 
that correct? 

Mrs. Rosenspera. Yes, sir, in respect to those who might carry 
more of a workload, because I honestly think that no one is doing 
nothing in there. 

Senator Mriuurkin. Is that a make-work program in there, or have 
you really considered the workloads in relation to the personne! 
problem? Have you really cut down your civilian-personnel staff | 
a point where at no place it is excessive, considering the workload? 

Mrs. Rosenserea. There is no work “made.” We will not permit : 
made-work program. But | cannot say that either m civilian or 
military personnel, we are 100 percent perfect, sir. 

Senator Minuikin. We assume that. But will you give thi 
committee assurance that,as rapidly as may be, unnecessary personn 
in the Pentagon will be eliminated? 

Mrs. Rosenpere. I can certainly give that assuraice, sir. And 
would like the committee, if you will be good enough, to receive some 
documents which will show how our new regulations for manpow 
requirements, allocation, and utilization are working out, and 
honestly believe that we shall be able to do a creditable job. 

Senator Mruuikin. The reason I am talking about the Pentagon 
I received quite a few communications from “lots of people that lot 
of people there were falling over each others’ feet, and had nothing 
to do. 

Mrs. Rosenpera. Senator, I have been in private industry for 
many vears, and did labor utilization studies, and 1 must say that 
heard the same thing. I doubt if there are people who have nothin 
to do. I think there are people who probably could be used at 
higher skill and given more work, and we are going to see that every- 
one is used and that only people remain there for whom there is a jol 

Senator Miuiikrin. You see, we have to ask for the cooperat on 
of the people generally, and it is these horror cases that upset peopl: 

And I think that when we find them, they should be speedily correct: 
if we are going to obtain the support of the people at large for our ik 
tary programs. 
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Mrs. RosensBere. | agree with you, Senator, and I would be grate- 
ful if you call to my attention any case you know of, so that if we do 
not find it speedily, we can correct it. 

Senator Miuuikin. I am afraid I cannot give you that information, 
because I was told that I was to say nothing because it would cost 
the informant his job if his identity were revealed. 

Mrs. Rosenpera. If he does not have enough to do, it ought to 
cost him his job. 

Senator Miuiikin. I agree with you on that. But most people 

can be very busy and still have time to complain. 

Mrs. Rosenpera. I will find them, Senator, I will guarantee you, 
and it will cost them their job. 

Senator Mriuikin. Therefore, 1 am not going to tell you who said 
it. 

Mrs. Rosensera. All right, sir. 

Senator Kerr. Do you still welcome information as to any place 
out there where there is surplus manpower! 

Mrs. Rosensere. I certainly do, sir, and I will do my utmost to 
investigate it and give you an answer any time. 

Senator Minurkix. Take another look at it. There is a lot of 
complaint on that. It may be exaggerated, but take another look 
at it. 

Mrs. Rosenpera. We are taking a look at it. I agree with you, 
Senator. It bears looking into. 

May I continue, sir? 

The CHarRMAN. Yes, you may proceed with your statement. 

Mrs. Rosenpera. I said we have no double standard for military 
and civilian personnel. We believe we should not have anyone on the 
payroll in uniform, overalls, or white-collar work, unless the person 
contributes to the successful accomplishment of our military responsi- 
bility. Neither the Congress nor the people want us to allow our 
zeal for economy to strip the country of the needed protection or 
deprive our troops of every aid we can give them to assure their 
military effectiveness and their survival in battle. 

Short of this, we must exercise the maximum economy. If we are 
to achieve the fullest and most effective utilization of our manpower, 
it is impossible to draw any rigid line of demare ation between civilian 
and military functions in the Armed Forces in this period of partial 
mobilization. And there is something very important, Senator, for 
all of us. We would like nothing better than a handy yardstick that 
we could use to prescribe that certain jobs had to be done by civilians 
only and others by military personne! only. The harder we try to 
develop such a yardstick, the more fallible we find it to be in this so- 
called partial mobilization period. 

There are lots of jobs that could readily be performed by civilians 
while units are training in this country, but these will have to be done 
by soldiers when units go overseas: Clerks, cooks, communications 
men, and many others fall into this doubleheaded category. 

To send companies into combat without experienced men in these 

acities would undermine their ability to function effectively. And 
so we must keep these men performing functions until the ‘y are ready 
to leave with their units right here in the United States 

Senator Connatiy. May I ask you there, with respect to civilians, 
do you have any trouble about discipline and contro] of the civilians? 
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Those in the Army, of course, you have control over them. But a: 
there any difficulties with the civilians? 

Mrs. Rosensera. We have no difficulty in discipline, Senator. We 
have difficulty in getting them to go to certain places, and we have 
difficulty— 

Senator Connauiy. That is discipline. If he was a soldier, you 
could send him to the place, could you not? 

Mrs. Rosenspere. That is true, sir. But in a democracy, we can- 
not order a civilian. 

Senator ConNALLY. You do not have to employ that civilian if he 
is not going to go along with you. You ought to fire him. 

Mrs. Rosensera. There are places, Senator, where we cannot even 
get civilians because they are suc: isolated places. But if a civilia 
does not go to the place we require him or her to go, we have to get 
another civilian who is willing to go. 

Senator Kerr. Are y you under civil service in connection with these 
civilian employees? 

Mrs. RosenBerG. Yes; we are. 

Senator Kerr. Do you find that a help or a hindrance? 

Mrs. RosenperG. We have had very good cooperation from th 
Civil Service Commission, where if the registers are exhausted or we 
cannot hire quickly enough, they permit us to notify the United 
States Employment Service and then hire in the open market, within 
civil-service regulations. 

Senator Kerr. Do you find difficulty in relieving yourself of em- 
ployees who do not meet your reason: able standards, who take shelt: 
under the protective features of the Civil Service Act? 

Mrs. RoseNBeERG. Senator, I have heard that ever since I have been 
in the Government. And the first time I went into Government | 
fired 21 people who had civil-service standing within 10 days, and | 
was told that they were all going to be reinstated. Not a one was 
reinstated. They did not know their job and did not do it. 

I have never had difficulty. I think that people anticipate diffi- 
culty and are afraid to move. 

Senator CONNALLY. You area woman. They obey you better than 
they would the men, probably. 

Mrs. Rosenspere@. Senator, that is music to my ears, but I wish it 
were a fact. It is not always so. It has its advantages and its dis- 
advantages. 

Senator Miriirkin. Mrs. Rosenberg, I do not know that this applies 
to direct military problems, but again, speaking for myself, | 
lots of complaints from people in my own home town that Fed: 
agencies come in and so grossly outbid for services that the norm: 
functions of the community are disrupted, and after they hire awa 
employees, then the emplovees sit around with nothing to do. I s: 

I am not sure that that applies to agencies that are under your supe! 
vision. But we are hearing a lot of complaints of that kind. 

I recognize that if you are setting up an emergency agency, you 
have to get the help, and you may have to bid higher than a privat 
organization. But there again it is a question of degree and judg- 
ment. The complaints that I get are that the wages are very exorbi- 
tant and cannot be competed with by local business. Then to p 
vinegar into the wounds, they see the people that they have los 
standing around doing nothing. 
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Have you any comment on that? 

Mrs. RosenserG. We have to hire according to civil-service regu- 
lations, even if we go out in the open market, and we have to hire on 
wages established by the Civil Service Commission, or, in the case 
of the Navy, we by law have to meet the average area rate, which 
means that in that particular instance, we are always behind the 
comers because after the community have raised their wages, 

e then have to establish an average wage and hire according to that. 

As a matter of fact, that has caused us to lose a lot of people. 

Senator Miturkin. Is that inside civil service, now, or outside? 

Mrs. Rosenspera. If they are not on the rolls 

Senator Miniurkin. When you hire on the area rate, in what field 
is that? 

Mrs. Rosenspera. Construction, for instance, sir. 

Senator Mituikin. And what gives you the right to do that? 

Mrs. Rosenpere. There is a law—lI think it 1s 1870, an old Navy 
law, which directs the Navy—I am not sure of the date, but it is 
an old one—that they must establish an area rate, an average rate 
prevalent in the area, and hire all their people according to that. 
For instance, under wage stabilization, we cannot go ahead and estab- 
lish a wage without first establishing the area rate and then getting 
the consent of the Wage Stabilization Board, the same as anyone else. 

There is a certain amount of pirating going on between private 
industry and Government. So far I would say that at the moment 
being in Government, I hear more complaints in Government of 
people being taken away from them than I do of private industry. 
We have had complaints from private industry. We have investi- 
gated them carefully. In some instances we found they did lose 
people. In other instances we found that the employees left before 
we hired them. 

Senator MiLuikin. I want to get clear about this business of where 
you are confined to the area rate and where you are not confined to 
the area rate What is the distinction? 

Mrs. Rosensera. We are either confined, sir, to hire according 
to civil-service rates established by the Civil Service Commission for 
the job, the grade, or we have to hire by area rates, also established 
by law. We cannot put our own wages into effect anywhere. 

Senator MrLurkin. You have the choice? 

Mrs. Rosensera. No, sir; we have not the choice. 

Senator Kerr. You had reference to the Navy on the area rate, 
lid you not, Mrs. Secretary? 

Mrs. ROSENBERG. Pardon me? 

Senator When you are hiring for the Navy, you have the 
Navy law about the rate; is that not what you told us? 

Mrs. Rosensperc. That is right, sir. 

Senator Kerr. And otherwise you have the grade and the limita- 
tions and the specifications fixed by the Civil Service? 

Mrs. RosenserG. That is right. 

Senator Byrp. But you are speaking of industrial workers, are you 
not, Mrs. Rosenberg? 

\rs. Rosenpera. Industrial workers. 

Senator Byrp. That is for industrial workers, and not stenogra- 
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Mrs. RosenBerG. Stenographers and administrative personnel, 
must hire under the administrative rates. 

Senator Kerr. Even for the Navy? 

Mrs. RosunpereG. Yes, sir; for everybody. 

Senator Byrp. When you speak of the Wage Board workers, tha! 

construction work for the Navy? 

Mrs. Rosunsere. Construction work for the Navy. 

Senator Byrp. And the white-collar workers are under Civil Servic. 

Mrs. Rosmnsera. That is correct. 

Senator MILiikin. That is a very clarifying answer. I thank yo 

Mrs. Rosensere. The problem of differentiating between civili 
and military jobs is further complicated by the special requirements 
a prolonged period of watchful waiting like the present. We mus 
be ready for a sudden and devastating attack if it comes. We mus 
have enough men constantly under arms to mount a swift count 
attack if the need comes. 

We must have cadres to provide a base for rapid expansion in cas: 
of emergency. We must keep full the pipeline of replacement needed 
to insure relief for veterans of many months of overseas duty. 

All this means that we are bound to have in our military installa- 
tions men who have full training and are awaiting operational assiyn 
ments or are on rotation. 

From the standpoint of national preparedness, troop morale, and 
the economical use of defense funds, it makes good sense to keep thes 
men occupied on necessary work at post, camps, and stations during 
their period of enforced waiting or during their period of rotation 
To hire civilians to do these same jobs and keep our troops marching 
aimlessly would vastly increase the total cost to the taxpayer. No 
sound purpose would be served by condemning military personne! | 
demoralizing idleness simply because it is our general policy to bir 
civilians to do civilian jobs. 

We believe we must treat our total defense need as a package a 
make the fullest use of all our personnel in whatever manner contri)- 
utes most to our national safety. But we must be sure that the jo! 
they are doing are necessary. 

for example, we have recently completed a preliminary manpow 
utilization survey of service training centers. These surveys are 
joint effort of the Office of the See retary of Defense and the milit: 
depar tments. They have served an immediate and valuable purp 
not only in stimulating both service headquarters and service co! 
mands to a reevaluation of their own manpower utilization effort 
but, even more important, they have developed a new technique | 
conducting these joint surveys. 

Our recent report to the President on the Department of Defe 
manpower and personnel controls set forth the prime teapinsibilit 
of the military departments in carrying out improved manpow 
management programs. We in the Department of Defense at 
Secretary’s level assume the responsibility for coordinating, guid 
and auditing departmental accomplishments. Our program alre: ly 
initiated is based upon developing answers to the following questio 
both on the departmental level, which I like to call the wholesale lev 
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for easy identification, and on the specific installation level, which we 
call retail: 

And above all, Is the job really necessary? 

By whom can the necessary job be best done? By a man who 
could take his place in combat? By limited-service personnel? By 
female military personnel? By civilian personnel? Or can the job 
best be done outside by contract personne)? 

And above all, Are the persons performing in the necessary jobs 
to the full of their utilization? 

These questions cannot be answered by any short cuts. <Across- 
the-board percentage budget cuts are not the lasting or constructive 
road to sound manpower utilization. The situation is different. It 
is different in every service and establishment. The answer is neither 
the arbitrary substitution of civilian personnel for military personnel 
nor the use of military personnel in order to reduce civilian personnel] 
payrolls. 

The techniques of sound and lasting manpower utilization are 
pedestrian and painstaking. They take time; they take extensive 

and skillful effort. The answer lies in the establishment of a sound 
manpower program and a frank recognition that the manpower 
problems presented by 3,500,000 men under arms are very different 
from those with 12 million men under arms, just as the problem of 
maintaining a military posture for an extended period of time is 
very different from the all-out intensive effort of World War IL. 

Our entire defense manpower planning has been made with full 
awareness of the serious impact on the country’s economy. This 
impact is particularly serious because our program must be a con- 
tinuing one. There can be no justification whatever for slackening 
of our effort at this time, cease fire in Korea or not. 

Every dollar, we feel, that we invest in our defense effort today 
might save American lives, and the greater expenditure of American 
dollars tomorrow. 

[ can assure you, gentlemen, that the money allocated for the 
defense personnel will be expended with care and with a view toward 
securing the maximum benefits for the individual taxpayer. Our 
determination in this respect is concre tely expressed in the directives 
on manpower controls recently issued by the Department of Defense. 
And I would like to submit the following exhibits for the record: 

Manpower and Personnel Controls in the Department of De- 
fense, report to the President, dated May 22, 1951; 

2. Department of Defense Manpower and Personnel Controls, 
dated May 28, 1951: 

Interim Plan for the Improvement of Manpower Within the 
Navy, dated June 18, 1951. This is the actual implementation by 
the Navy of the two orders -_ h we submitted before. 

A F. J. Lawton, Director of the Bureau of the Budget, to Anna 

. Rosenberg, dated June 18, 1951, on manpower controls instituted 

V a Department of Defense. 
nN I would also like to submit, if I may, Senate Report No. 438 of the 
Small Business Manpower Problems: A Report of the Select Com- 
mittee on Small Business of the United States Senate on Industrial 
\anpower, dated June 18, 1951. 
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And the last, the Assistant Secretary of Defense, Manpower P. 
sonnel, memorandum to the Secretaries of the Army, Navy, and 
Force, on Manpower Utilization, dated June 20, 1951. 

I would like to submit these. 

The Cuatrrman. We will put them into the record. 

(The documents referred to are as follows:) 


EXHIBITS FOR THE RECORD, SUBMITTED TO THE SENATE Finance Committ 
BY Mrs. Anna M. RosEnBeERG, ASSISTANT SECRETARY OF DEFENSE (Ma) 
POWER AND PERSONNEL) 


Our determination in this respect is concretely expressed in the directives 
manpower controls recently issued by the Department of Defense. I would 
therefore like to submit for the record the following: 

A. Manpower and Personnel Controls in the Department of Defense: A Reyx 
to the President, dated May 22, 1951. 

Memorandum: Department of Defense Manpower and Personnel Contr 
dated May 28, 1951. 

Interim Plan for Improvement of Manpower Within the Navy, dated June 
8, 1951. 

Letter: F. J. Lawton, Director, Bureau of Budget to Mrs. Anna M. Rosenberg 
dated June 18, 1951. 

Senate Report No, 438: Small Business Manpower Problems—Report of 1 
Select Committee on Small Business, United States Senate, on Industria 
Manpower, dated June 18, 1951. 

F. Memorandum: Assistant Secretary of Defense (Manpower and Personnel 
Secretaries of the Army, Navy, and Air Force: Manpower Utilizatio: 
Surveys, dated June 20, 1951. 


MANPOWER AND PERSONNEL CONTROLS IN THE DEPARTMENT OF DEFENS! 
Submitted in response to the President’s Directive April 27, 1951 
Prepared by Assistant Secretary of Defense (Manpower and Personnel 


CHAPTER I. DEPARTMENT OF DEFENSE MANPOWER SITUATION REFORE AND SIN 
THE KOREAN EMERGENCY 


1. Department of Defense manpower situation before the Korean emergency 


The period from the end of World War II to the outbreak of the Korean eme1 
gency was characterized with the exception of a brief build-up phase in 1948 
by a series of successive reductions in military and civilian personnel ceili 
within the Department of Defense. During part or all of this period, the follow 
controls on military and civilian personnel ceilings existed. These controls wer 
designed for a period when the services were being reduced in size and were 
adequate for the purpose. 


Military 


(a) Review of budget estimates by the military departments the Joint Budget 
Advisory Committee, the Assistant Secretary of Defense (Comptroller), the 
Bureau of the Budget, and the Congress. 

(6) Fiseal control by Bureau of the Budget quarterly apportionment of app: 
priations. 

(c) Military personnel year-average and year-end ceilings approved by 
Joint Chiefs of Staff and commencing in fiscal year 1949, by the Secretar) 
Defense. These ‘‘ceilings’’ were the basis for initial budget estimates. 

Civilian 

(a) Review of budget estimates in the same manner as for military personn‘ 

(b) Fiscal control by Bureau of Budget quarterly apportionment of app: 
priations. 

(c) Commencing in 1946, the quarterly allocation of civilian personnel cel 
by the Bureau of the Budget. This personnel ceiling allocation was in additi 
to the customary dollar control exercised by the Bureau of the Budget. 

(d) The limitation on the number of graded positions imposed by Public 
390, Seventy-ninth Congress. (This limitation was modified by the Se a 
Service Act of 1948 with respect to the Department of Defense civilian 
ployees.) 
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(e) Civilian personnel ceilings for each of the services imposed by the Secretary 
of Defense for fiscal year 1950. These ceilings were a reduction below the civilian 
personnel ceilings provided in the fiscal year 1950 appropriations. 

In addition to the normal budget reviews, a continuing review of military and 
civilian personnel requirements, allocation and utilization was provided by the 
management committee of the Department of Defense. 


2, De partme nt of Defense manpower situation since the Korean eme rgency 


(a) Change in Pre-Korean controls.—Shortly after the outbreak of hostilities in 
Korea, the Budget and Accounting Procedures Act of 1950 (Public Law 784, 
8ist Cong.) repealed the Bureau of the Budget’s authority for quarterly allocation 
of civilian personnel ceilings. In addition, the requirements for quarterly appor- 
tionments of funds were suspended during fiscal year 1951 for the Department of 
Defense. Also, the civilian personnel ceilings imposed by the Secretary of 
Defense for fiscal year 1950 were terminated. 

In the initial stages of the expansion, supplemental budget estimates were sub- 
mitted as rapidly as changes in program were approved and detailed computations 
could be made. At this time, there was little opportunity to exercise additional 
military or civilian manpower controls beyond those provided in the review and 
justification of the supplemental budgets. At the Departmental level, these 
reviews were conducted by the Departmental Comptroller and the Service per- 
sonnel agencies. At the OSD level, these reviews were conducted by Assistant 
Secretary of Defense (Comptroller) with the Chairman of the Department of 
Defense Management Committee and representatives of the Bureau of the By 
attending. In these reviews, military and civilian personnel programs were 
examined in great detail, in addition to the normal fiscal reviews. Intensive justifi- 
cation of personnel plans and the assumptions used in their preparation was 
required, particularly during review of the fiscal vear 1952 budget. 

(b) Deficiencies of fiscal control system.—The controls remaining after the Korean 
hostilities began were primarily fiscal in nature. These controls incident to budget 
preparation and review did not provide the degree of close and continuing type 
of manpower management necessary in a rapidly expanding and often changing 
program. It was apparent that improvement was necessary the existing 
machinery for review of manpower ceilings within the budget maximum, 
ever events subsequent to submission of budget estimates required adjustment in 
ceilings. Further, responsibility for manpower management was vested in a 
number of agencies within the Department of Defense, as well as within the 
services. As a result controls over allocation, distribution, and 
both military and civilian manpower were inadequate. 

(c) Reinstitution of civilian personnel ceilings and creat of th O flice 


dget 


when- 


utilization 


of the 
Assistant Secretary of Defense (Manpower and Personnel).—By tober 23, 1950, 
programs had stabilized to the extent that the Secretary of Defense considered it 
appropriate to establish a manpower ceiling for each Service 
the number of positions for which funds were provided. 

In November 1950, the Office of the Assistant Secretary of Defense 
and Personnel) was established in order to integrate the 
the Secretary of Defense. 

(d) Focus of responsibility for manpower management within the services ) 
initial experience of the Assistant Secretary of Defense (Manpower and Personnel) 
clearly indicated the need for a single focus of responsibility for manpower control, 
both military and civilian, in each of the Services. The Office of the Assistant 
Secretary (Manpower and Personnel) whereupon requested each Service to 
designate the individual who had responsibility for approving military and civilian 
manpower requirements, and the individual who had responsibility for operating 
the services’ program for manpower utilization, both military and civilian. At 
the same time, request was made upon the services for statement of procedure 
and standards used for approving requests for additional military and civilian 
manpower. They were also asked to state their programs to assure the effective 
utilization of military and civilian manpower. 

This was the first step in getting more detailed justification of service manpower 
requirements, allocation and utilization and placed more specific responsibility 
in the services for their part in computing and justifving their requirements 

e) Review and adjustment of civilian manpower ceilings.—In Apri! 1951, because 
the workload had not developed according to plan, new civilian manpower ceilings 
were imposed on the services by the Assistant Secretary of Defense 
and Personnel). 

f) Qualitative distribution of military manpower.—As a result of the Army 
protest that it was not receiving an equitable apportionment of the sever 
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and physical groups, the Assistant Secretary of Defense (Manpower and Person- 
nel) in April 1951, prepared a Department of Defense directive on qualitative 
distribution of military manpower. This directive makes equitable apportionm: 
of the several mental and physical groups among the four services and eliminat: 
the basis for one service acquiring a disproportionate share of the higher men 
or physical groups. 


CHAPTER II. DEPARTMENT OF DEFENSE PRESENT SITUATION 


1. Responsibilities of the Office of Assistant Secretary of Defense (Manpower a: 
Personnel) 

(a) The Office of Assistant Secretary of Defense (Manpower and Personne! 
organized to deal with manpower requirements, utilization and supply; industria 
relations; and military and civilian personnel policies. The action program 
now being spelled out and priorities indicated. 

B (b) To bringin at this point the present status of manpower management in t 
services, discussion of the following items wil! be deferred to chapter V, Acti: 
for 30th of June 1951 to avoid repetition. 
(1) Responsibilities of Office of Assistant Secretary of Defense (Manpow: 
and Personnel). 
(2) Coordination within the Office of the Secretary of Defense. 
(3) Requirements for military and direct-hire civilian employees of 
Department of Defense. 
(4) Allocation and distribution of military and direct-hire civil 
employees. 
(5) Manpower utilization. . 
(6) DOD over-all manpower management controls. 


a 


2. Army—The present situation 


The Assistant Secretary of the Army is responsible for the approval of militar) 
and civilian manpower requirements. 

The Assistant Chief of Staff G-1 is responsible for control of military manpower 
including requirements, allocation, and distribution in coordination with t 
Assistant Chief of Staff G-8. Civilian personnel are allocated by the Bud 
Division, Office of Comptroller of the Army, to the Army area commanders dnd 
chiefs of technical and administrative services within funds available. 

Standards, based upon experience and kept up-to-date, are used in determini 
personne! requirements based upon guidance as to the Army Forces required { 
the accomplishment of assigned missions. Similarly, the allocation and distribu- 
tion of personnel is kept in balance with any changes in program through conti: 
ing review. 

The Management Division, Office of the Army Comptroller, exercises ove 
supervision and review of manpower utilization survey activities throughout 
Army. It also surveys activities not covered by the Army area commanders : 
the chiefs of the technical and administrative services. The control of manp 
utilization in major commands is exercised through the Army area comma) 
and chiefs of technical and administrative services who have manpower s 
teams scheduled to review each installation at least once annually. The 
of such surveys are transmitted to Assistant Chief of Staff G-1 and Bud 
Division, Office of Army Comptroller, where necessary action is taken to adj 
allotments of military and civilian personnel. 

38. Navy—The present situation 

On Mav 18, 1951, the Acting Secretary of the Navy issued a directive allocat 
to the Under Secretary of the Navy all duties and responsibilities relati: 
naval and civilian manpower. This designation of duties and responsib 
is subject to those provisions of law which prescribe the duties of the Chir 
Naval Operations, the Commandant of the Marine Corps, and the Chief of Na‘ 
Personnel relative to personnel of the Navy and Marine Corps. 

Prior to the May 18 directive, the Under Secretary of the Navy was responsi! 
for the general administration of civilian personnel. The Assistant Secretar 
the Navy for Air was responsible for the administration of civilian perso! 
ceilings assigned to the Navy by the Secretary of Defense. 

Responsibility for determining military personnel requirements and utiliza 
rests with the Deputy Chief of Naval Operations (Personnel). 

Civilian personnel plans are drawn up by the Chiefs of Bureaus and the C 
mandant of the Marine Corps. They are responsible for procurement, trai 
administration, and assignment of civilian personnel employed in activities w 
their control. 
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Within these areas of responsibility, standards based upon 
up to date are used in determining personnel requiremet a 
as to the naval operating forces required for the accomplishment 
missions. Workload factors and work measurement standards are 
workload of shore establishments, with considerable emphasis placed 
tical experience. At the shore establishment level, military and 
are considered in the total manpower requirement Inthe 
, requirements are reviewed and measured by co 
approved as to the personnel allocation plan. 
( ontrol of utilization is exercised through he 
through the bureaus which operate survey teams 
the need for continuing action is recognized. 


ment 


Marine Corps—The present situation 
The May 18 direetive of the Secretary of the Navy 
management responsibilities to the Under Secretary 


Corps. 

Prior to this directive, the Comptroller of the 
Corps’ military personnel plan after consolidation wit 
Deputy Chief of Naval Operations (Personnel). 

The Division of Plans and Policies is responsible for t} 
power requirements and utilization of ground military 
approval authority for aviation military personnel req 

: Division of Aviation. 

The Supply Department has the responsibilit 
sonnel requirements other than for Headquarter 

The allocation of military manpower is controlled by 
tables of organization and by quotas, prepared in Headquarters 
Marine Corps. The allocation of civilian manpower is a func 
Department and of the Division of Plans and Policies. This 
upon workload experience. 

Utilization of manpower is appraised by the Inspee 
each installation annually and by Navy Shore Establi 
one member of which is always a marine. Methods Ana! 
make analyses of headquarters and field activities direct 
procedures and methods. ‘The continuing nature of thi 


lir force The present situation 
I 


The Office of the Assistant Secretary (Management 
finance, personnel, and program which assures integr: 
the Secretary. 

lhe responsibility for the contro! of manpower requiremen allocation, dis- 
tribution, and utilization for both military and civilian manpower is centralized 
in one staff agency under the Deputy Chief of Staff, Operations, the Directorate 
of Manpower and Organization 

Criteria and standards, based upon experience and kept ed 
n determining personnel requirements based upon guidance for the air forces 

ded to accomplish assigned missions. Similarly, the allocation and distribu- 
tion of personnel is kept in balance with any changes in program, through con- 
inuing review. 

lhe control of manpower utilization is exercised by the Deputy Chief of Staff, 
Operations, through the major Air Force commanders who have survey teams 
cheduled to review each installation at least once annually. The Director of 

anpower and Organization exercises over-all supervision and review of man- 
power utilization survey activities throughout the Air Force and operates the 
management improvement program designed to improve methods and procedures 
at allechelons. The Inspector General also checks on manpower utilization dur- 

his visits to Air Force activities. The need for a continuing pr f 
manpower management is recognized. 


PTER III POLICIES AND OBJECTIVES FOR IMPROVED MANPO\ 
CONTROLS 


lhe experience of recent months in the Department of 
stallized in the following policies and objectives. Thev are d 

the manpower needs of the Department of Defense are no 
lired to do the job and to see that the abilities and | 

used. They also consider using women, the physical 
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minority groups in accord with the National Manpower Mobilization Poli 
announced by the President on January 17, 1951. 

2. Each service will be responsible for effective manpower manayement wit) 
its own sphere. The Assistant Secretary of Defense (Manpower and Personn 
is responsible for the over-all management of manpower within the Departme: 
of Defense. Basic policies, objectives, and guidance will be provided the servic 
after securing the service viewpoint, to guide them in carrying out Departm: 
of Defense objectives. 

3. The basic policies are: 

(a) The size of the Armed Forces will be adjusted to the minimum requir 
to meet the strategic plans and state of readiness approved by the Joint Chie! 
of Staff. 

(6) The services will implement the manpower policies of the Department 
defense and will be responsible for results. 

(c) The greatest care will be exercised to assure that the supply of perso! 
possessing critical skills will be distributed among the services in a manner whi 
will contribute most to the militarv program of the Nation. 

(d) Military personne! requirements will be met by using women, limited 
service personnel, and minority groups to the extent that they can be used eff 
tively and in consideration of the size of force and other factors related 
required state of readiness. 

(e) Department of Defense needs for civilian personnel will be met in accord 
with the President’s national manpower mobilization policy. 

1, The operating plan of the Department of Defense for improved manpow: 
control has the following objectives: 

(a) To provide the services improved guidance on which manpower requir 
ments, both for quality and quantity, can be stated. 

(b) To integrate the manpower aspects of programs initiated in the Joint Chiefs 
of Staff, the Assistant Secretary (Comptroller, OSD) and the Munitions Board. 

(c) To insure that each service has a systematic and effective procedure for 
making estimates of minimum manpower required to execute strategic plans, for 
keeping manpower in balance as programs change, and for using each person in th¢ 
capacity in which he can contribute most. Service programs must provide: 

(1) Centralized responsibility for manpower control, both military and 
civilian. 

(2) Standards for determining the minimum number of people, militar 
and civilian, needed for the forces to fight under strategic plans. 

(3) A continuing procedure for keeping the use of manpower in balance 
with changes in plan. 

(4) A procedure for stimulating progressive improvement in the placement 
and use of individual skills. 

(d) To review the manpower requirements of the Department of Defense |: 
assure that they are no greater than necessary, to keep them in balance with 
changes in plan, and to see that they are in accord with the policies and guidance 
of the Department of Defense. 

(e) To allocate manpower to the services according to approved plans and py 
cies. 

(f) To review the use of manpower allocated to the services to see that it 
in accord with approved plans and conforms to policies of the Department 
Defense. 

(g) To encourage improvements in manpower management within the Depart 
ment of Defense by identifying outstanding improvements within any service a 
bringing them to the attention of others within the Department. 

(h) To initiate such corrective action as may be necessary to improve the use of 
manpower within the Department of Defense. 


CHAPTER IV. ACTIONS BY JUNE 30, 1951 


1. Responsibilities of Office of Assistant Secretary of Defense (manpower and 
sonnel) 

By June 30, 1951, the coordination of the manpower functions of the Secretar) 
of Defense by the Assistant Secretary (manpower and personnel) will be com] 
Methods will be established to see that the services carry out their manpower 
responsibilities by evaluating the results and by working with the services whe! 
corrective action is necessary. 


2. Coordination within the Office of Secretary of Defense 


Working interrelationships will be established between the Assistant Secretar) 
(manpower and personnel) and the Joint Chiefs of Staff, Office of Assistant Secretar) 
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of{Defense (Comptroller) and the Munitions Board. These relationships will be 
designed to: provide better guidance for the services and a well integrated man- 
power program. The needs of the Bureau of the Budget and the Office of Defense 
Mobilization for developing manpower data essential to the President’s decisions 
affecting the national economy will be recognized. 


3. Requirements for military and direct-hire civilian employees of the Department of 
Defense 
(a) The services will be responsible for improved computation of manpower re- 
quirements. OSAD (M. & P.) in coordination with the services will 
(1) Review present policies and standards. 
(2) Promulgate policy guidance. 
(3) Assist the services in the establishment of self-audit techniques. 

b) We will develop procedures for presentation and justification by the services 

for manpower requirements by 
(1) Use of standardized forms to present detailed personnel plans and re- 
quests for ceiling changes. 
(2) Prescribing schedules and agenda for justifications. 

(c) The services will be responsible for review and evaluation of manpower re- 
quirements, both in the formulation of budget estimates, and in the execution of 
the budget during the year, as well as for program modifications. OASD (M. 
and P.), in eoordination with the services, will 

(1) Study personnel plans submitted. 
(2) Apply utilization standards and reviews by establishment of self-audit 
techniques, spot checks, and task force review methods. 

(d) We will, in coordination with the OSD (comptroller), approve such re- 
quirements as a basis for formulation of budget estimates, budget execution, or 
as approved manpower ceilings within a budget, or, if such requirements are not 
adequately justified, we will require reevaluation and resubmission. 


Allocation and distribution of military and direct-hire civilian employees of the 
Department of Defense 
(a) The services will be responsible for improved procedures for allocation and 
distribution of military and civilian personnel. OASD (M. and P.), in coordi- 
nation with the services, will 
(1) Review the services’ present standards for allocation and distribution 
of civilian and military personnel. 
(2) Set up self-audit techinques and task force review methods for im- 
proved allocation and distribution in the services and establish priorities for 
their accomplishment. 


). Manpower utilization 

a) The services will be responsible for completion of their organization for 
the conduct of the service manpower utilization program. OASD (M. and P.), 

1 coordination with the services, will 

(1) Review service manpower utilization programs as presently established 
and determine their adequacy as to 
Organizational structure 
Policies 
Development of staffing standards 
Development of individual standards 
Methods of control (including an adequate reporting system 
(2) Set. up self-audit techniques and task force review methods for 
improved manpower utilization and establish priorities for their accomplish- 
ment. 

6. The services will in coordination with OASD (M. and P.), be responsible 
for examination of the status of manpower management between the program, 
fiscal, personnel, and material agencies in each service to insure full coordination. 
OASD (M. and P.), will be responsible for parallel examination and coordination 
at the DOD level. 


CHAPTER V. ACTIONS FOR FISCAL YEAR 1952 


|. We recognize the complexities in attaining the objectives set forth in the 
operating plan. It is apparent that we can best attack this problem by 

a) First, establishing acceptable manpower management controls before the 
beginning of fiseal year 1952. 

b) Then extend those controls in accord with day-by-day experience through 
an evolutionary process with priority on problems of the greatest magnitude. 
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2. Under this concept the major projects are— 

(a) Continue, in coordination with the services to perfect techniques of ser\ 
self-audit, task force review methods, and spot checks in evaluating accompli 
ment. 

(6) Improvement in the guidance on which manpower requirements are ba 
by the services in obtaining more complete and detailed information from agen: 
of OSD. 

(c) Develop summaries of DOD requirements for military and civilian | 
sonnel in scarce and critical skills, validate such requirements, and allocate 
coordination with the Joint Chiefs of Staff among the services as required, 

(d) Continue, in coordination with the services, to refine procedures for 
computation of requirements, allocation, distribution, and utilization of manpo 

(e) Establish over-all policies and criteria to provide for the most effic 
utilization of the various classes of personnel which make up our total manpoy 
Specifically: 

(1) The use of military personnel versus civilians 
(2) Women, military, or civilian. 
(3) Military limited service. 

(4) Direct-hire civilian versus outside contractual manpower. 

(f) Point out, and take action upon, any inadequacies within the servic: 
their over-all manpower management programs. 

3. Pians for improvement of military and civilian manpower manageme: 
the services include 

(a) Army.—Recently, the Secretary of the Army approved an organizati: 
change which centralized responsibility for the determination of requirem¢ 
allocations, and the supervision of effective utilization of both civilian and milit 
personnel in the Assistant Chief of Staff, G-1. The details of the transfer of f1 
tions from the Comptroller of the Army are now being worked out and the 
organization will be in effect by July 1, 1951. This centralization of responsib 
will permit integrating civilian and military manpower requirements int 
composite whole. 

(b) Navy.—The May 18 directive of the Secretary of the Navy will requir 
further implementation to accomplish the Navy's plans for focus of responsib 
in over-all manpower management. : 

A plan is under way to integrate into an over-all Navy program, as soo: 
appropriate, the several work-measurement programs being carried out it 
bureaus. 

(c) Marine Corps.—The May 18 directive of the Secretary of the Navy similar 
will require implementation with respect to the Marine Corps. 

The Marine Corps will establish a work-measurement system in headquar 
Marine Corps for its field activities. This section will insure that an effec 
work-measurement program is implemented and will furnish guidance and coor 
nation to the field where such programs are being conducted locally. 

(d) Air Force—Since the Korean situation, the Air Force has evaluat 
revitalized and reoriented its entire manpower program toward its new {| 
problems. This program is now at the threshold of implementation. The n 
task ahead is to alert all personnel in command or supervisory positions t 
gravity and importance of the manpower problem and to use fully the tools 
have been designed. One specific step directed toward this end is a cour 
instruction in manpower management which will be under way before July 1, 19 


—_———e— 
May 28, 195 

Memorandum for The Secretary of the Army 

The Secretary of the Navy 

The Secretary of the Air Force 

The Chairman, Joint Chiefs of Staff 

The Assistant Secretary of Defense (comptroller) 

The Chairman, Munitions Board 


Subject: DOD manpower and personnel controls 
References: (1) President’s directive, April 27, 1951 
(2) Acting Secretary of Defense directive, May 5, 1951 
(3) Assistant Secretary of Defense (M. & P.) memo, May 8, 1‘ 
(4) Your reply to reference (3 
(5) DOD manpower and personnel controls, May 22, 1951 (atta: 
The attached memorandum covers the first stage of fulfillment of the Presid 
directive of April 27 relating to manpower requirements and utilization a 
establishment of manpower controls, both military and civilian. 
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Addressees are requested to report by June 20, 1000 the execution of their 
programs in line with the specific points outlined in this attachment (a) by June 
1951, and (b) continuing during fiscal year 1952. 

Request a specific report section on the extent of implementation of the four 
points listed under chapter III, paragraph 4c. 

Your recommendations are invited concerning the most effective means of 
accomplishing the points listed under chapter III, paragraph 4; chapter IV, 
paragraphs 3, 4, 5, and 6. 

Organization and work flow charts will be important with this restatement. 
It is not desired that the June 20 restatement duplicate or repeat the material 
in reference (4) above. Rather, it is intended that this report will present the 
status of implementation of the service responsibilities outlined in the attach- 
ment, 

ANNA M 

Attachment. 


INTERIM PLAN FOR IMPROVEMENT OF MANPOWER MANAGEMENT WITHIN THE 
Navy, JUNE 8, 1951 


1. The responsibilities of the Under Secretary of the Navy 
and civilian manpower matters are set forth in the directive 
the Navy, dated May 18, 1951. Manpower matters include 1 

a) Manpower management, military and civilian 

(1) Requirements: The determination, 
evaluation of necessary manpower. 

(2) Allocation: The apportionment of necessary manpower according to 
currently determined requirements of the Navy Department, operati: 
forces, and shore establishment. 

(3) Distribution: The specific division of allocated manpower within 
units of the Navy Department, operating forces, and shore establishment. 

(4) Utilization: The effective and efficient use of personnei, throughout the 
Navy Department, operating forces, and shore establishment. 

(6) Personnel administration, military and civilian: 

(1) This area includes servicing the needs resulti from manpower 
Management actions and the formulation and execution of policies on such 
matters as recruitment, training and development, classification, promotion 
moraie, and industrial relations. 

c) External manpower considerations, such as 

(1) Problems of Navy contractors: 

(a) Availability of manpower. 

(b) Labor relations. 

(2) Over-all supply and availability by skills 

2. While the long-range Navy pian will seek improvements in each of the above 
areas, the initial effort will be directed toward improving manpower Management. 
To this end, civilian and military manpower management poiicies and cont 
will extend from the Under Secretary of the Navy to the bureaus and offices 
the Navy Department and through them to the operating forces and 
establishment. Such policies and controls as already exist will be 
strengthened. Where they do not exist, such policies and 
established. 

3. The immediate objective set forth in paragraph 2 above will be attained 
through an evolutionary process subject to change based upon improved criteria 
and operating standards. ‘The initial steps shail be as follow 

1) A Navy-wide inventory and appraisal will be made of available criteria, 
standards, and other tools appropriate for manpower Management purposes. 

b) Selected criteria, standards, and other tools shall be put to use, as appro- 
priate, at each level of management. 

c) Applicable management criteria, standards, and other tools will be improved 
ia necessary. 

/) New criteria, standards, and other tools will be developed as appropriate 
and put to use at each level of management. 

1. Specific programs to carry out this plan will be promulgated by t! ) 
Secretary of the Navy, and their execution throughout the Navai Establishmen 
will be a responsibility of the bureaus and offices of the Navy Department under 
his direction and supervision, 


Approved: 


justification 


r 
ih 


Dan A. KIMBALL. 
Authenticated: 
G. W. Raprett, LCDR, USN. 
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ExecUuTIvVE OFFICE OF THE PRESIDENT 
Bureau or tur Bupaer, 
Washington 25, D. C., June 18, 1951 

lion. Anna M. Rosenrera, 

Assistant Secretary of Defe nse 

Vanpower and Personnel), 
Department of Defense, Washington 25, D. C. 

ty Dear Mrs. Rosenrerc: In accordance with the President's instruetior 
of April 27, [ have reviewed your report entitled ‘“Manpower and Persom 
Controls in the Department of Defense,’’ and have reported to the President m 
view that the report sets forth briefly and clearly the background and pres 
status of manpower controls, and establishes certain policies and objectives to | 
met by the end of this fiscal year and others to be achieved during the fortheomi: 
fiscal year. 

The President has asked to say that he is encouraged by the vigorous mann 
in which you have approached the problem of strengthening manpower a: 
personnel controls, He has also indicated that he would like to be kept inform 
from time to time concerning the progress of this program, and has asked that 1 
Bureau of the Budget advise him of its development. 

Consequently, it would be helpful if you could develop a further report w! 
could be transmitted to me on or about August 1. It would be my hope that thi 
report, in addition to indicating whether the actions scheduled to he taken 
June 30 have actually been placed in effect, would contain a more specifie di 
cussion of the major elements of the systems of control which each of the thr 
services has placed in effect, or intends to place in effect. 

To put the matter a little differently, I was impressed by the soundness of t! 
determinations to require the services to implement the manpower policies of t 
Department of Defense and to be responsible for results. I be lieve that this is t! 
he st method of proceeding, and I am gen rally in aceord with the suggested duti 
and activities of vour own office in furthering the whole objective of good person 
control and utilize ation. It would be very helpful if you could indicate by August 
the principal policies and methods of operation which are being used by each of th 
services, under th e general supervision and direction of your office, to achieve 
best possible utilization of personnel and the prevention of hoarding of manpower 

In providing such information, I hope you can tell me what the services th 


} 


selves have reported concerning their own programs. In addition, I should li 
to have your own evaluation, hased upon the first-hand observations of your staf 
both here and in the field, of the strengths and weaknesses of these programs. 
You may expect the continued cooperation of my staff in any way which will ! 
helpful to you in the further development of this program. 
Sincerely yours, 


F. J. Lawton, Director. 


[S. Rept. No. 438, 82d Cong., Ist sess.] 
SMALL BUSINESS MANPOWER PROBLEMS 


REPORT OF THE SELECT COMMITTEE ON SMALL Business, UNITED STaTEs SENAT! 
on INDUSTRIAL MANPOWER 


On January 17, 1951, the President of the United States issued a national 
manpower mobilization policy. That policy stated the following: 


“NatvTIONAL MANPOWER MOoBILIZATION PoLicy 
‘“‘sIMS OF MANPOWER MOBILIZATION 


‘1. The primary aim of manpower mobilization is to safeguard our national 
security through the maximum development and use of our human resourc: 
In particular, this involves 

“(a) Providing manpower for the Armed Forces in sufficient numbers at 
with the mental, physical, and occupational qualifications necessary fo! 
national defense. 

‘(b) Providing manpower for producing the materials and services necé 
sary to the Armed Forces, to meet commitments of aid to other nations and 
support the civilian economy. 

c) Constantly increasing our mobilization potential through training and 
educational programs to expand our supply of persons with highly develop 
skills essential to civilian and military activities. Providing manpower f 
protection of the civilian health and welfare. 
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“2. The most efficient use of the Nation’s manpower will be of vital importance 


in any prolonged effort to keep the strength of the United States at a high level 
and will be of the utmost importance in the event of full mobilization. Conse- 
quently, it is important that manpower measures taken now be consistent with 
and contribute to the most advantageous use of our manpower should full mo- 
bilization become necessarv. 

“3. We must rely heavily on science and technology. The most effective 
must be made of our supply of individuals having the special skills required to 
develop and produce the necessary equipment and to use and maintain it in the 
Armed Forces. Malutilization of such individuals represents a direct and un- 
necessary reduction of our defense potential. 

‘4. While recognizing the very high priority of the Armed Forces’ requirements 
for certain numbers and classes of manpower, the needs of mobilization also re- 
quire a vigorous civilian economy. The manpower necessary to defense produc- 
tion, to civil defense, to agriculture, and to the production of essential civilian 
goods and services and to sustain our commitments of aid to other nations, must 
be considered as integral parts of a balanced mobilization program 

“5. To assure the most effective use of our manpower to meet these needs, it is 
essential that we establish principles and adopt a series of policies which will lead 
to the most effective use of our manpower resources. Wherever statutory aut 


ization is necessary to put these into effect, it will be sought from the Cor 


use 


gress. 
“PRINCIPLES OF MANPOWER MOBILIZATION 


“6. In achieving these objectives, the national manpower mobilization program 
will be based upon the following principles: 

““(a) Each individual will be expected to serve in the capacity in which he 
can contribute most to the total mobilization program 

“(b) Emplovers, both private and governmental, will assure full utilization 
of those abilities and skills of each individual which will contribute most to 
the total mobilization program through such measures as minimum manning, 
training, and assignment of duties in accordance with needs, skills, and 
potentialities. 

“(c) The Government will develop and administer manpower programs 
designed to enlist to the fullest possible extent the support and resourceful 
ness of individuals in the achievement of the mobilization program 


““BASIC MANPOWER MOBILIZATION POLICIES 


“7. The following basic manpower mobilization policies are necessary to git 
effect to the principles stated abeve, but do not prejudice or limit extension of 
manpower policies as further needs of mobilization evolve 

*“(a) The size of the Armed Forces will be determined by the President. 
He will be provided with the Department of Defense requirements to meet 
strategic plans; with full information on the prospective supplies of manpower, 
and on the manpower requirements for defense production, agriculture, civil 
defense, and other essential pyrposes. 

“*(b) The greatest care must be exercised to assure that the supply of persons 
possessing critical skills will be distributed among military and civilian activi- 
ties in a manner which will contribute most to the mobilization program. 
When the total need for workers with critical skills for civilian and military 
assignments is expected to exceed the supply that can be made available, 1 
requirements for persons with such skills will be reviewed and distribu 
the supply will be measured by the relative urgency of the need for 
skills as between the Armed Forces and the civilian economy. 

“(e) Policies in respect to recruitment of individuals from civilian 

call-up of members of the unorganized Reserves will have as their objectives 
the use of persons possessing irreplaceable skills where they can make their 
maximum contribution to the total mobilization program 

“(d) Policies governing occupational deferment of persons 
induction under the Selective Service Act will provide for: (1 


tional deferment of persons possessing critical skills if thes 


1 
} 


using such skills in essential activities, except to the exten 
services require persons with those skills; (2) deferment of 
of individuals in educational and training institutions t 
continuing supply of professional and highly skilled 

“(e) Recruitment, placement, distribution, traini: 
civilian labor force including Government emplovees 
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upon voluntary measures for manpower mobilization. This policy will 
varried out through such measures as (1) providing appropriate employm« 
information to guide workers to jobs in which they can make their maximu 
contribution; (2) developing recruitment and rehabilitation activities need 
to expand the labor force; (3) training persons to meet civilian manpow 
requirements and providing appropriate placement services: (4) providi 
assistance to employers in promoting maximum utilization of the labor for 
including women, physically handicapped, older workers, and minor 
groups; (5) providing adequate housing and community services; and (( 
assisting workers to arrange for their transfer to essential jobs in other area 
(f) Governmental manpower controls will be used when and to the ext: 
needed to assure successful execution of the mobilization program. Su 
controls will apply to employers, to workers, or to both. They will inelu 
(1) restricting indiscriminate labor turn-over through control of separatio 
2) giving effect to manpower allocations by placing employment ceilings . 
‘mplovers with respect to the total number of workers, the number of m 
or the number in particular skills; (3) controlling of emplover hiring; a 
(4) enforcing adherence to utilization standards, including full use of wom: 
handicapped workers, and minority groups. 

‘“‘(q) All manpower programs will be geared to the needs and problems 
specific geographical areas. 

‘“‘(h) As mutually desirable to the United Ststes and friendly natio 
workers will be brought into the United States for, or their services utili 
within the borders of their own country on, work of value to the mobiliza 
program. Full use of domestic manpower resources will be made befor 
bringing in foreign workers. 

1) Production will be scheduled, materials allocated, and procureme: 
distributed with careful consideration of available manpower. Whenever 
feasible from an economic and security standpoint, production facilit 
contracts, and significant subcontracts will be located at the sources of lab 
supply in preference to moving the labor supply. 

)) The full understanding and assistance of labor organizations, employe: 
associations, professional societies, civic and community groups, and Sta 
and local governments will be sought in carrying out these functions, 

‘(k) Each department will, itself, implement the policy and be respon 
for its supervision.’ 

Despite the enunciation of this policy, Senators have been receiving letters fr 
small manufacturers complaining that their technical, trained manpower wa 
being drafted, called to active service as reservists, or leaving for larger plat 
which already had defense contracts. 

Complaints from small manufacturers concerning their manpower proble: 
were so numerous that the Senate Small Business Committee established a Ma 
power Subcommittee, with Senator William Benton, chairman, and Senator 
Russell B. Long and Andrew F. Schoeppel, members, to explore the effects 
the present manpower policies upon small manufacturing plants. 

The Manpower Subcommittee held hearings on March 6, 7, and 22, 1951 
hear the testimony of Defense Department officials concrening the militar 
manpower needs, Government officials concerned with the formation of nation 
manpower policies in line with the President’s directive, and small-business n 
on their manpower troubles. 

Since the majority of complaints received from small-business men was 
cerned with the loses of manpower from their plants to active military servic 
through the Selective Service and the calling up of Reserves—the Manpovw 
Subcommittee heard testimony from the following Selective Service and Defer 
Department officials: Selective Service Director, Maj. Gen. Lewis B. Hersh 
Deputy Director of Selective Service, Gen. Louis N. Renfrow: Assistant Secreta 
of Defense for Manpower, Mrs. Anna M. Rosenberg. 

Government officials connected with the civilian problems of manpower w! 
testified were: Robert C. Goodwin, Executive Director of the Office of Defer 
Manpower, Department of Labor; Edwin T. Gibson, then Deputy Administrat 
to Defense Production Administrator Harrison; Dr. Arthur 8. Flemming 
Assistant in Charge of Manpower Problems, Office of Defense Mobilization. 

Small-business representatives who came before the Manpower Subcommitt 
were: 8S. Abbot Smith, president of the Thomas Strahan Co., Chelsea, Mas 
Franklin 8. Harris, vice president of production, Kerite Co., Seymour, Con 
B. J. Green, manager, Plumbium Corp., Bristol, Tenn.; and Philip R. Marsiliu 
secretary, the Producto Machin»: Co., Bridgeport, Conn. 
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The testimony of these witnesses brought sharply into focus that part of the 


will } difficulty of small manufacturers in keeping their skilled manpower for civilian 


ximu effective utilization of manpower. Time and time again throughout the hearings 
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yvm« production grows from the lack of coordinated, over-all national policy for the 
’ 
eed this was stated. Small-business man Mr. 8. Abbot Smith finished his testimony 
pow before the committee by saying: ‘““To sum up, we need a clear national policy on 
vidi manpower needs and the plans for filling those needs so that the individuals con- 
fo: cerned both of draft age and in the Reserves and business know what to expect 
nor and can make definite plans accordingly.” 
id (( This apparent lack of a clearly implemented over-all manpower policy since 
ares Korea has hit hardest on smaller business. The departure of one or two workers 
can virtually strip a small business of its lifeblood and know-how. Mr. S. Abbot 
Smith aptly stated in his testimony why the manpower problems are more magni- 
fied in small business than in larger ones: ‘‘One of the major differences between 
large and small business is that large business has many men in each department 
and overlapping in their functions, while in small business there is usually only 
one man performing each function, if, indeed, the one man does not perform 
several functions. Take one or several men from the large business, there are 
thers ready to cover up, but if one of these keymen is taken from small business 
it leaves a hole which cannot be filled and frequently means the disintegrati 
of the business.”’ 


ion 


The sudden call on our manpower resources after Korea disrupted our man- 


I 


vatic power picture. The military needed men in a hurry and defense industrie led 


utili workers. Both were stripping the smaller segments of civilian i ry for 


ries neede 


] man- 


lizs power. Edwin T. Gibson, head of the Defense Production Administration, stated 
bh Let 
bef this problem before the Manpower Subcommittee when he said: ; 
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lenever forces, defense industries, and essential activities are to operate effectivels 
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“We must avoid creating a situation where both the military forces 


al 


me productive economy are dependent upon the same individuals. If tl 


and 
le mil 
ilit the limits of the available manpower pool, we must build a system wl 
lab nizes the relative manpower needs of each claimant group.”’ 
After Korea, when the military became the front line of emergency, 
lover callon manpower. With our Armed Forces smaller last June 25 than at 
Stat: of Pearl Harbor, the military hurriedly called men to active service w 
been more essential to the Nation as trained workers in def 
Because of the immediate need for trained soldiers, the military 
reservists and National Guard units rather than upon green, u 
One out of every three reservists are over draft age, served duri 
and find themselves faced again with having to give up their civilian liv 
rvice of their country. These men in many instances hav 
selves in business and their departure into the armed 
businesses to close, is wiping out their life savings invested 
weakening the competitive economy of the country. 
One such witness testifying at the hearings was a 3: 
ie Signal Corps Reserve, United States Army, w 
War If. He is now the active operating head 


O51 + company which he and his cousin started in 1949, He 


nili 


At 


Defen tion of orders. If the Army appeals board finally decided ¢ 
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litar November 1950, received a 60-day delay until January 1951, 


1 
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tona January for another delay and was turned down. By appeal 
' inilitary headquarters he was granted another 90-day delay a1 
ort in April for active duty. His manufacturing company 

t down because there was no possible replacement for him 
isiness, did everything from designing the tools to swee 


+] 


ping 
erseer of his seven employees. Nobody else could ha, take! 
small a salary as he would be able to pay or with the experien 
leveloping the company from the ground up. If his compar 
s life savings, his cousin’s life savings, and borrowed capital 


\ 


rretrievable. This company manager again applied, finalls 
juarters, presented his case before an appeals board, and wa 
rator the question would seem to arise, Should he be in the Re 
ling He commented upon this at the hearings: 
The only recommendation that I can make is that the 
itt review their Reserve rolls and determine what has happe1 
fas n that period of time. Then probably there would be only 


} 


7 or both of two choices that would be available; one that the 


arsiliu cause none of these benefits that do belong to reservists shoul 
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they are not available for active duty. If their position to the civilian econon 

and to the defense economy is so important that they are more important whe 
they are rather than in the Army, they have no right to obtain the benefits of 
reservists and should be permitted to resign. On the other hand, they cou 

possibly be allowed to stay where they are only so long as they were able to demo: 

strate their necessity to the defense program. It might act, let us say, as a clu 

over the heads of some of these smaller businesses to take on defense work tha 
they might not take on otherwise.”’ 

The uncertainties faced by reservists have often prevented them from getti: 
civilian jobs because they might soon be called to active service. At the ma 
power hearings, Mr. 8. Abbot Smith expressed this to the committee: 

“Any number of young men have come to our plant looking for a job. In spit: 
of the need for men, no one will hire them for they are either of draft age or in t! 
Reserves. Consequently, no one wants to hire them, spend time and mon 
breaking them in, and then lose them just when they are becoming worth som: 
thing in the job.” 

Mrs. Anna Rosenberg, Assistant Secretary of Defense for Manpower, con 
mented that the calling up of Reserves may not have always been in the best 
interests of effective utilization of manpower: 

“T will not pretend, however, that we have always been successful in avoidi: 
the call-up of men who possessed essential civilian skills. In the anxious wee! 
that followed the Communist attack in Korea, it became necessary to call larg: 
numbers of reservists because of our desperate shortage of trained troops and ou 
inability to train more men quickly enough to answer General MacArthu: 
urgent call. It is unquestionably true that some of those who were rushed bac! 
into uniform in that hectic period were persons making an important contributio: 
to the defense effort at home and who might have been entitled to deferment had 
the military need been less great.”’ 

Since the committee hearings, the Defense Department has made steps 
modernize the Reserve lists by dividing the Reserves into three categori 
Active, Volunteer, and Inactive. The Active are those who are with a unit 
receive a certain amount of training, are paid for the time they spend at t! 
training, and are available for immediate call. The Volunteer Reserves are thos: 
who are with a ‘‘paper unit,”’ receive retirement benefits but no pay. The Inacti 
are with no unit, receive no retirement pay. With these new categories esta 
lished, the Defense Department is beginning to screen more thoroughly and 
adequately the calling up of Reserves. Unless the international situation chang 
few Army and Air Corps Inactive Reserves will be called and many reservists 
called hurriedly during the first stages of the Korean emergency will be transferred 
back to civilian status. As of October 31, 1950, the armed services were, becaus: 
of the emergency, largely made up of reservists and National Guard men. ‘Ther 
were approximately four times as many reservists and National Guard men as 
inductees and professional soldiers. By July 1951 plans are that this ratio wi 
be almost reversed. As the broad base of military personnel is built up, 1 
Nation will need to rely less and less on the older Reserve group who have alread 
served in World War II. These ‘‘phasing’”’ programs and further recall policies 
will make it easier for a reservist to know whether or not he is apt to be called 
that he can take a job with some assurance to himself and the company that 
will be able to stay with it for a reasonable length of time. 

Although the small manufacturing companies have been crippled by t 
military demands on reservists, small companies have not yet noticeably fe 
the effect of the younger draft-age group going into active service. Over a long 
period, however, there wil! be a noticeable loss of skilled workers. The statement 
of Mr. Philip Marsilius, concerning the training needed for the machine tool and 
die industry, an industry consisting largely of small, independent businesses 
emphasizes the need for some system of occupational deferments: 

“The idea is entirely fallacious that men under 26 can hardly be bighly skilled 
With a 4-vear apprenticeship training normally starting at 17 or 18, the apprenti 
becomes a journeyman tool and die maker at 21 to 22, long before he reaches | 
age of 26. Even after only a vear or so in the shop, the apprentice has an 
portant start on his training. But in World War II practically all of them we 
drafted, and the process has already started overagain. * * * 

“The many allowable reasons for deferment besides occupation have result 
no great drain yet except in the case of apprentices. But the situation is crit 
because the dependency and other present grounds for deferment may b« 
awav at any time. And the pressure on Selective Service to get all the n 
possible out of the present age range of 19 to 25, inclusive, before going eithe! 
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the 18- or 26-year-oids is causing some of the local boards to close their eves to the 
need for occupational deferments to keep industry strongfor production. * * * 

“Selective Service should be that in fact as well as name.” 

The autonomy of the local draft boards throughout the country makes it par- 
ticularly difficult to inaugurate a national policy on industrial deferments. There 
are far fewer industrial deferments today than during World War Il. Maj. Gen. 
Lewis B. Hershey, Director of Selective Service, posed the problem of deferments 
at the manpower hearings: 

“You can’t have your cake and eat it, too. That is a blunt way of saying that 
if we aren’t allowed to take very substantial quantities of men between the ages 
of 18 or 19 and 26, if great numbers are to be deferred because of occupation 
along with the others now exempt by law or deferred by regulations, then there 
is only one way left to meet the demand for military manpower which must be 
met if we have intention of survival. That is by vielding to the pressure and 
raising the age limit. * * * Ihave many times advised 
both fact and conscience before requesting deferments. If 
agree that the request should be made for deferments, ther 
be requested. If there is no such agreement between fact 
should be no attempt to cheat the Armed Forces of me1 
mav be harsh words, but thev are very true.” 

The very nature of many smaller businesses can make ea 
It is the smaller plants that can sorely feel the 
even one draftee. 

Another avenue of the manpower problem as it 
dilemma faced by small plants while they are ct 
because of the scarcity of materials but have not 
contracts or subcontracts. During this vacuum 
leave and head for the larger businesses with defense 
Harris, of the Kerite Co., manufacturers of cable, in Seynx 
when his company was cut off from rubber supplies it had 
of its working force: 

“After a period of 3to4 months * * * whet 
have supplies, but we will not have the manpower We 
losing 50 percent of our force. There is probably a large 
we will never get back again. Unfortunatelv, most of our 
that we would like to employ. It means disruption of 
lisrupts the picture as far as we are concerned.” 

These hearings on manpower problems as they affect s1 
appear to indicate anv present need for legislative recom: 
They did, however, underscore the necessitv for a closer fo 
dent’s Januarv directive It is encouraging to note, since the e 
hearings, the bulletin issued bv the Assistant Secretary of Defer 
and Personnel, Manpower and Personne! Controls in the Depa 
Chapter IIT of that bulletin is entitled ‘‘Policies and Obje 
Manpower Management Controls.”’ It is reprinted he 


now a real effort is being made to utilize effectively the : 


mplovers to search 


‘ 
‘ 


“POLICIES AND OBJECTIVES FOR IMPROVED MANPOWER MANAGEMENT CONTROLS 


“1. The experience of recent months in the Department of Defense has been 
crystallized in the following policies and objectives. They are designed to insure 
that the manpower needs of the Department of Defense are no more than are 
required to do the job and to see that the abilities and skills of individuals are 
fully used. They also consider using women, the physically handicapped, and 
minority groups in accord with the national manpower mobilization policy 
announced by the President on January 17, 1951. 

“2. Each service will be responsible for effective manpower management within 
its own sphere. The Assistant Secretary of Defense (Manpower and Personne! 
is responsible for over-all management of manpower within the Department of 
Defense. Basic policies, objectives, and guidance will be provided the services 
after securing the service viewpoint, to guide them in carrying out Department of 
Defense objectives. 

“3. The basic policies are 

““(a) The size of the Armed Forces will be adjusted to the minimun 
quired to meet the strategic plans and state of readiness approved by the 
Joint Chiefs of Staff. 
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*“‘(b) The services will implement the manpower policies of the Department 
of Defense and will be responsible for results. 

“(c) The greatest care will be exercised to assure that the supply of perso: 
possessing critical skills will be distributed among the services in a manne: 
which will contribute most to the military program of the Nation. 

‘“‘(d) Military personnel requirements will be met by using women, limited 
service personnel, and minority groups to the extent that they can be used 
effectively and in consideration of the size of force and other factors relat: 
to required state of readiness. 

“‘(e) Department of Defense needs for civilian personnel will be met 
accord with the President’s national manpower mobilization policy. 

“4. The operating plan of the Department of Defense for improved manpower 
control has the following objectives: 

“(a) To provide the services improved guidance on which manpower 
requirements, both for quality and quantity, can be stated. 

‘*(b) To integrate the manpower aspects of programs initiated in the Joi: 
Chiefs of Staff, the Assistant Secretary (Comptroller, OSD), and the Muni- 
tions Board. 

“(c) To insure that each service has a systematic and effective procedur 
for making estimates of minimum manpower required to execute strategi 
plans, for keeping manpower in balance as programs change, and for usi 
each person in the capacity in which he can contribute most. Service pro 
grams must provide 

(1) Centralized responsibility for manpower control, both militar) 
and civilian. 

(2) Standards for determining the minimum number of people, 
military and civilian, needed for the forces to fight under strategie plans 
(3) A continuing procedure for keeping the use of manpower 

balance with changes in plan. 
‘“‘(4) A procedure for stimulating progressive improvement in th: 
placement and use of individual skills. 

“(d) To review the manpower requirements of the Department of Defen 
to assure that they are no greater than necessary, to keep them in balanc 
with changes in plan, and to see that they are in accord with the policies 
and guidance of the Department of Defense. 

‘‘(e) To allocate manpower to the services according to approved pla: 
and policies. 

“(f) To review the use of manpower allocated to the services to see that 
is in accord with approved plans and conforms to policies of the Departm« 
of Defense. 

“(g) To encourage improvements in manpower management within t! 
Department of Defense by identifying outstanding improvements within 
any service and bringing them to the attention of others within the Depart- 
ment. 

‘“(h) To initiate such corrective action as may be necessary to improve t 
use of manpower within the Department of Defense.”’ 


CONCLUSIONS AND RECOMMENDATIONS 


The Senate Small Business Manpower Subcommittee recognizes on the streng 
of the testimony it has taken the great complexities of the questions invol\ 
It reaffirms the fact that the primary goal of any form of Federal control of ma 
power is to utilize manpower so that it will best serve the purposes of all our peo] 
in the building of the defense effort and at the same time spread the burdens 
sacrifice for defense equally throughout the Nation. 

However, it is the judgment of the subcommittee that within this framew 
much more consideration should be given by the Federal departments concern 
with manpower to the legitimate needs of smaller individual productive bus 
nesses. It is the judgment of the subcommittee that the Government agen 
fundamentally do not appreciate the great productivity of the hundreds 
thousands of such small businesses and the contribution that this producti, 
can make in keeping America strong and free. It is these smaller business 
which contribute the high percentage of inventiveness and imagination to t 
economy as well as fostering competition upon which the free-enterprise syste! 
develops. 

It is impossible at this time or at any time to freeze into a fixed pattern t! 
Government manpower policies in relation to small independent businesses w! 
the current rapid expansion of the armed services still has the first call on man- 
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power. Policies can be justifiable now which a year later are no longer suitable. 
As we move forward in the face of the world crisis, grow stronger, and come into 
a more satisfactory balance in our war effort, we can, and must, become increasingly 


alert to these many manpower problems such as the need for maintaining the 
small productive enterprises. 

The Senate Small Business Manpower Subcommittee, rather than sponsoring 
any specific legislation or at this time recommending any specific course of action 
to each and every Government department concerned with manpower, now asks 
the Government agencies to outline briefly their manpower proposals, objectives, 
and plans as they affect the smaller independent businesses. Further the sub 
committee suggests that such a report be requested every 6 months during the 
period of this crisis from the administrators of the Department of Defense, the 
Department of Labor, the Department of Commerce, and from the Manpower 
Coordinating Committee in the Office of Defense Mobilization 


JUNE 20, 1951. 
Memorandum to Secretary of the Army. 
Secretary of the Navy. 
Secretary of the Air Force. 


Subject: Manpower Utilization Surveys 


1. This memorandum will confirm arrangements already informally made 


concerning manpower utilization surveys to be undertaken by joint teams repre- 
senting the services and OSD. With the full participation and cooperation of the 
; ; } 


services, the joint teams will visit indoctrination and training activities at 
following Army, Navy and Air Force installations: 

Fort Knox, Ky. 

Naval Training Center, Great Lakes, Ill. 

Sheppard Air Force Base, Tex. 


ic 


basi¢ manpower concepts and the development of a staff organization for thei 
implementation. It is now possible to proceed with an active and practical pro- 
gram commensurate with the urgency of the national situation. As a first stey 
and in response to direction of the President. these surveys are being conducted 
of manpower utilization practices at the centers named. The teams being sent 
to these stations have as their basic mission the determination and definition of 
those urgent utilization problems on which action can first be taken, and the 
evaluation of present utilization practices at operating levels. In addition to the 
specific recommendations intended to provide for better utilization of manpower 
at these centers and other installations with comparable missions and organiza- 
tions, these reviews should provide experience of value in the continuing program 
recommended in this area 

These surveys are intended to make a positive contribution, on an acti 
to the urgent manpower situation which faces us today. Increasing nand 
manpower to support the expansion of the Armed Forces and the national in- 
dustrial potential have already led to a limited reduction of standards for the 
procurement of military manpower and measures intended to increase the man- 
power pool available for military services. The consequent disruptions of in- 
dividual pursuits and the increasing national financial burden make it mandatory 
that we establish and rigidlv maintain manpower policies which will vield maxi- 
mum strength, flexibility and efficiency at minimum personal and financial cost. 

3. Each center designated for immediate review will have assigned to it a surv 
team made up of a consultant experienced in manpower operations, a me 
the staff of the Office of the Secretarv of Defense, and officers of the services under 
which the center is operated. The consultant member will act as chairman of the 
group. 

1. Survey teams will first obtain all available pertinent information at service 
headquarters on the centers under review and in the Office of the Secretary of 
Defense. These data will be verified, expanded, and supplemented during the 
group’s field visit to the installation concerned. Commanding officers of the 
centers will be instructed to give full and positive cooperation to the survey teams, 
and to make available to them any and all information considered by the groups 
to be relevant to their assignment. 

5. In order to insure maximum comparability of the results of the several con- 
current reviews, certain basic information will be assembled concerning each 


2. Certain basic steps have already been taken, includir ie formulation of 
a 
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center and answers to a prescribed schedule of questions essential to the solutio 
of the major problem will be sought. The attached schedules outline the in 
formation referred to. In addition, each survey team will have responsibility fo: 
supplementing this required information with all relevant facts which it may 
develop during its operation. Survey teams will also report on their conclusions 
concerning the effectiveness of the methods used in the current surveys and wi! 
suggest changes and improvements which would be applicable to further opera- 
tions of this kind. 

6. The gist of survey findings will be discussed with the commanding officer of 
the installations and copy of the report forwarded to him upon its completion. 

7. Each survey team will incorporate in a report to the Assistant Secretary of 
Defense (M. and P.) its findings and recommendations on the basic question of 
utilization of military personnel at the centers reviewed, along with the statistical 
data and other comments called for by 5. above. These reports will be delivered 
to this office by 1300, Friday, June 29, 1951. 

ANNA M. ROSENBERG. 

Senator Byrp. Mr. Chairman, may I ask a question, please? 

rt ‘ r ‘ 

ihe CHAIRMAN. Yes, Senator Byrd. 

Senator Byrp. Mrs. Rosenberg, did I understand you correctly to 
say that you expect to increase the total of civilian employees to 
1,500,000? , 

Mrs. Rosenserc. That is the total amount of places asked for 
in the budget, sir, for 1952. 

As I said before, I do not consider that a goal. I consider that a 
ceiling, and we will do our utmost to keep within that or use less if 
humanly possible. 

Senator Byrp. And that is 300,000 more than you had in May? 

Mrs. Rosensera. That is right, sir. 

Senator Kerr. That is what? 

Senator Byrp. Three hundred thousand more than you have now. 

Mrs. RosenBERG. Yes, sir. 

Senator Byrp. And that would cost something over $1 billion, 
would it not, in salaries? 

Mrs. Rosensera. That is right, sir; $3,400 a man. 

Senator Byrp. Since March 1950, a little over a year, you have 
added 450,000. That is at the ratio of 1,500 a day, or somewhere 
approximating that. Would that be about right? 

Mrs. RosenBerG. What date did you give, Senator? 

Senator Byrp. In March 1950, there were 742,000 civilian em- 
ployees, and in May the number was 1,207,000. 

Mrs. Rosensera. That is right, Senator. That is May 1951. 

Senator Byrp. There have been more than 450,000 added? 

Mrs. Rosenpera. 454,000 added. 

Senator Byrp. In a year. Now, you have authorization to 
300,000 more? 

Mrs. Rosensera. Yes. 

Senator Byrp. What is the total payroll today of these 1,207,000 
civilians? 

Mrs. Rosenserc. Mr. McNeil, who is here, is going to furnish all 
the figures, sir. 

Senator Byrp. It averages about $3,600, I believe? 

Mrs. RosenserG. About $3,400, I think, a person, including al! 
benefits. 

Senator Kerr. Including what? 

Mrs. RosenseraG. Including all benefits. 

Senator Byrp. It seems to me, Mrs. Rosenberg, there is quite a 
disparity in the employment in the District of Columbia area. Now, 
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when we reached the war peak of 1945 for civilian employees it was 
2,600,000, and we had 98,000 in Washington. Now we have 1,200,000 
and we have 88,000 in Washington, in the Washington area, in the 
metropolitan area. In other words, you are now 10,000 employees 
under the war peak of 1945 in the District. 

While you are answering that question, | would like you to tell the 
committee what percentage of these 87,931 in the District area are 
in the Pentagon Building. 

Mrs. RosenBERG. Senator Byrd, I would like to give you a detailed 
breakdown, and | have it. But I do not think that you can go 
simply by dates. I think you also have to see which operations had 
been moved into the District of Columbia. As you recall, right after 
the war, there was a concerted effort made by the services to give up 
space; they had occupied too much space at too high rentals all over 
the country. A lot of that space was given up and consolidated 
operations brought into the so-called Washington area. 

So I think the number of employees has to be compared with the 
amount of additional duties they assume. 

You asked how many are at the present time in the Pentagon? 

Senator Byrp. Yes. 

Mrs. Rosenpera. At the present time, I think in the Pentagon 
proper there are 21,000, if I am correct, employees. I would like to 
make a correction if I am incorrect on that, sir. That is including 
civilian and military. 

Senator Byrp. That 21,000 includes both civilian employees 
and 

Mrs. Rosenrera. No; 21,280 for civilians, sir. 

Senator Byrp. And what is the total number? 

Mrs. Rosenserea. I think there are about—I would say about 
another 9,000 military personnel. 

Senator Byrp. And what percentage of those 9,000 are doing 
clerical work, that is, the military personnel in the Pentagon Building? 

Mrs. Rosenpera. I cannot give vou the exact percentage, sir, 
but we are checking the job of every single enlisted man in the Penta- 
gon, and we are trying to get them out as fast as possible. We have 
a lot of people engaged in communication. I would be glad to give 
you in executive session how many we have, for instance, in that 
particular function. We have no military personnel except on such 
jobs for which they feel military security requires them to do clerical 
work. 

Senator Byrp. What percentage in addition to the 1,270,000 
straight out civil-service civilian employees? How many in uniform 
are doing comparable work? I mean by that doing clerical work, in 
the whole establishment. Have you got any figures on that? 

Mrs. Rosenpera. Senator, we are taking each Defense Establish- 
ment and looking at these utilization studies, and I would be glad 
to show vou some of them when we complete them. We take every 
single job, for instance, clerical jobs and other jobs, to see whether a 
military man is performing it, and to see whether a civilian could 
perform it. 

First of all, the question is, is the job essential or necessary? Sec- 
ond, could a civilian perform it? And third, if a civilian could per- 
form it, why is a military man in there? 
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Often there are good reasons, some of which I enumerated to yo. 
others because we work all around the clock in a reception center, fc 
instance, and we cannot have civilian employees; others, because th 
cost would be enormous. When you are working a lot of overtin 
and all around the clock, you are better off, in a reception center 
working with military employees. 

I have no doubt, Senator, that there are jobs being performed 
military that do not answer any of the criteria that I mentioned 
you, but are there because, well, they have always had a militar 
person there, and we are digging into that just as fast as we can. 

Senator Byrp. That is true generally throughout the Milita: 
Establishment, is it not? What 1 am getting at is this. I think +! 
committee is very much interested in it. Certainly Lam. In additi 
to the 1,207,000 who are classified as civilian employees, how mai 
more in uniform are doing the same character of work that the: 
1,200,000 are now doing? 

Mrs. Rosenspera. A very small percentage, sir. 

Senator Byrp. A small percentage of what? 

Mrs. Rosenpera. A small percentage of the total military and a 
small percentage compared to the 1,200,000. 

Senator Byrp. With the 3,600,000, which will be the military 
strength shortly, that would be a good many, would it not? How 
many hundreds of thousands do you think are doing clerical wo: 
that are in uniform? 

Mrs. Rosensera. Senator, I would be generalizing, and I fe 
that my generalizations have made headlines too often. You do not 
mind if I stick to figures? If you want figures of approximately ho 
many, I would be glad to furnish them to you. 

Senator Kerr. Senator, did I understand you to refer to tl! 
1,200,000 civilian employees as civilian employees or as civil-servi 
emplovees? 

Senator Byrp. I called them civilians. But you can do it eithe: 
way. They are not in uniform. That is the distinction. 

Senator Kerr. That is what I wanted to be sure of. As I und 
stand the evidence, they are not all in civil service. 

Mrs. Rosensera. No, sir. When we talk of civilian emplove: 
the services have large production plants, arsenals, shipyards, co! 
struction work 

Senator Kerr. That 1,270,000 includes all the civilian employ 
whether civil service or otherwise? 

Mrs. Rosensera. That is right, si 

Senator Byrp. I used the words “civilian employee.”’ 
that is the better way to express it. 

Mrs. RosenperG. That is correct, sir. 

Senator Byrp. As I understand it, you would prefer to give th 
figures on the number in uniform who do clerical work in executi 
session? Is that what you said? 

Mrs. Rosenserc. No. I would be glad to give it to you, sir. At 
time we work these things up, I shall be glad to give it to you. 

Senator Byrp. You have not gotten it vet? 

Mrs. Rosensera. No, | have not gotten any percentage figures « 
that particular subject. 

Senator Byrp. To what extent do you think, Mrs. Rosenberg, tha 
unification reduced civilian personnel, or did it reduce it at all? By 
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i these compilations here, apparently after the Unification Act, it was 
tae toy reduced slightly, but very little. Some of them increased. | 
eal, Mrs. Rosenpere. Senator, I really could not answer the relation- 
aartinn, ship of unification in the past because my whole experience with the 
sinter Department of Defense is about 7 months now. sut ] do know that 
under unification, we perform in the Department of Defense a lot of 
ed b functions that heretofore were separately performed by each service, 
red 1 and great economies, to say nothing of efficiency, have been effected 
“Te by that process. | pFeE AGA 
.. Senator Byrp. But it has not actually effected a reduction in per- 
= sonnel. We were told in the Armed Services Committee that when 
rk 4] that act was passed, there would be very great economies by reason 
ae of being unified. But the figures with respect to personnel do not 
ae carry that out. 
ee Mrs. RosenserG. Senator, if one man could 
Senator Byrp. I just wanted your opinion as to whether or not 
unification reduced civilian employment. J can realize the military 
advantage of it, and I am strongly for it and was at the time, but did 
— it actually reduce the civilian employment at all? 
Irs. RosensERG. | would say that it does reduce the civilian 
a employment, but if anybody before said that one man could do the 
a iob that three did before, then the three were loafing one-third 
the time. 


WOrkK * . _— te ie . 
Senator Byrp. They never said that. They said in certain 


“sa85eC8 


I fe: that by joining these offices together, there could be some economies. 


Jo not Mrs. Rosennerc. That is true, sir. 
i 0) 


i Bn Senator Byrp. It seems to me that there should be 


= Rosensvera. That is true, sir. We have joint purcbasing now. 
‘have special services jointly. 

Senator Byrp. What effect did that have on reducing the personnel? 

Mrs. Roszenrerea. I would have to show you, Senator, what addi- 
tional functions had been taken on. There is a great deal of additional 
production, reconditioning, and servicing of ships and planes, and 

idlon. modifying them, going on at the present time. We have laid up 
so much of our equipment that a great deal of this civilian personnel 
i today is spending its time taking ships out of moth balls, r condition- 
ne r them, and reconditioning planes, and we have long pipelines, also, 
which means that we need our depots fully manned by a far larger 

force than we would otherwise rm 

Senator Byrp. But so far as you know, there was no reduction in 
personnel by reason of that? 

Mrs. Rosenserc. So far as I can see, there are many functions 
being done jointly that I know in the last war were done separately 
lam sure that economies have been effected. 

Senator Byrp. Has it effected reductions in personnel? 

Mrs. Rosrnpera. I am sure it has. Those were the ones that I 
iad special knowledge of in the last war. 

Senator Byrp. How many uniformed men are acting as chauffeurs 
and servants for officers? 

\[rs. Rosenperc. Senator, we have checked that now over and 
over again. To the best of my belief—and I have been given this 
answer categorically—there are none acting as so-called servants to 
officers. There are some, I am sure, performing duties on posts at 
times which may be maintenance duties. 
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Senator Byrp. They act as chauffeurs, do they not? I see them 
around Washington constantly. 

Mrs. RosenserG. Yes, sir; we have been asked to furnish a ful! 
list of who have uniformed chauffeurs, and I think that Mr. MeNei! 
is preparing that, and may have it now, or has it for you. 

Senator Byrp. You do not know how many there are? 

Mrs. RosenserGc. They way you kept after us, there cannot } 
many more left. 

Senator Byrp. We do not want any more left. We want to get 
them all. 

Mrs. Rosenserc. I do want to say one thing, sir. When you se 
a man in uniform, you cannot always be sure that he should not by 
there. I happen to know a man who is a purple heart veteran, and 
the only thing we could use him for while he was here on rotation 
was as a chauffeur. Sometimes there is an excuse for it, but not 
always. 

Senator Byrn. I am going to leave that subject for the moment. 

Is it not true that there are men in uniform that are doing clerical 
work, a considerable number? 

Mrs. Rosensperea. Yes. 

Senator Byrp. I am just asking that for information. 

Mrs. Rosenserc. That is right. There are, sir. 

Senator Byrp. That should be charged to the civilian cost, and 
not to the military costs. You have two items here that are really 
together in a sense. We ought to know how much we are paying 
for the so-called white-collar work. 

Mrs. RosEeNBERG. Senator, if you make that arbitrary separation 
and I tried to bring it out in my prepared statement—we are going 
to make it more expensive instead of less expensive. If I may speak 
freely, | have found that the tendency was to a great extent in many 
places in the Department of Defense to govern your manpower policy 
by which committee investigated you at the moment. And if it was 
a committee that did not want a lot of civilian people, they then 
put a lot of military people on the job, and if it was a committee 
that objected to military, many of those jobs were filled by civilians 

Now, if it was somebody who was interested in women, we had 
Wacs and Waves. 

That is not manpower policy. That is expediency. 

Senator Byrp. I am only asking for information. I am not trying 
to set the policy. 

Mrs. Rosensera. Yes, sir. And I am going to give you thie 
information, and I hope you look at it from this point of view. It is 
one package, 3,500,000 men, and the number of civilians which must 
be engaged in an effort which is an out-and-out military effort, and 
nothing else. At times we will use civilians because that is mos 
economical; at times we will use military men because they need tli 
training, or because they are there on rotation awaiting assignment! 
At times we will use Waves instead of civilian girls because it is most 
economical. But I think we will work according to a forthright 
policy and see that within that we do the best job we can. 

Senator ConNALLY. May I interrupt, Senator? 

Senator Byrp. Certainly. 

Senator ConNALLY. Senator Byrd wanted to know how many 
men in uniform were doing clerical work. Is it not true that in the 
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Army organization, and I suppose the Navy, too, there are lots of 
positions that are filled by soldiers that are doing clerical work, but 
it is a part of their military duties? 

For mstance, every regiment has an adjutant, and he has a clerk, 
and every company has a clerk, and so you go on up in the division 
headquarters you have an adjutant and four or five assistants and a 
bunch of other clerks. The duties they are performing are military 
duties. 

Mrs. Rosensera. That is correct, Senator. 

Senator Conna.Lty. It is true that they are somewhat clerical in 
nature, but it is necessary to have those for the administration of the 
Army. 

Mrs. Rosensera. That is right, sir. 

Senator Byrp. I was simply asking for information. I do not 
question what the Senator from Texas said. But we are entitled to 
that inforrmation. We have never been able to get it. I have been 
here 18 years, and as a member of the Armed Services Committee, 
and never has that information been up to date. Mrs. Rosenberg has 
a great capacity, and I have a great respect and admiration for her, as 
she knows. I expect her to furnish the information for the first time 
in the history of this country, as to how many are doing that kind 
of work. 

The committee has a right to know, and certainly Congress, which 
appropriates the money, ought to know. I think when the report is 
made, there are going to be a good many more than many of us realize. 

Especially I would like to have a report, Mrs. Rosenberg, about the 
Pentagon Building. Let us make that a guinea pig, so to speak. 
See how many clerical workers out there there are in uniform. See 
how many chauffeurs are out there, how many people that wait 
around on the officers are out there. And then, another thing, see 
how many civilians are out there. Give us a report on that, because 
we are getting letters, as Senator Millikin says, all of us, about what 
they regard as a great waste of manpower in the Pentagon Building 
and generally in the armed services, certainly so far as the civilian 
workers are concerned, an opinion, incidentally, that I thoroughly 
agree with. 

I think there is a great waste of manpower in the armed services, 
where it should be most conserved. 

Senator Connatiy. I think we have overdone it, but the law 
provides that every brigadier general has to have a car and a chaufleur 
at Government expense, and every time you jump them up another 
grade, they have 

The CHarrMan. Another car’ 

Senator Connauiy. Well 

The CHatrmMan. At least, a new one. 

Mrs. Rosensera. | thought it was another star, and not another 
car that they get, Senator. I will have to look into that. 

Senator CONNALLY. What I mean is that those things are provided 
by law. I think it is an outrage. 

Senator Byrp. It might be necessary to make the military be more 
economical. We have a_ long-range proposition. The military 
spends $50 billion or $60 billion a year here, and they are going to 
be under scrutiny, and must be under scrutiny much more than they 
have ever been in the past. 


» | thought it was another star 
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Senator Connauiy. I want to agree with you, And I want 
say that the Army, from my experience with it, is very little co: 
cerned with economy. If they see something that they want, th 
just get it, whether it is costly or whether it is cheap. And I assun 
the Navy is the same way. 

They are sent to West Point free by the Government, and th 
get out in the Army and get a good rank and get promoted an 
jumped up, and they just do not have any desire for economy. Th 
have more lieutenant generals in the Army now than they had lie 
tenants some years ago. You have four or five lieutenant genera 
and maybe more, in the Air Force—lieutenant generals. And in 
other services, you have just great flocks of lieutenant generals 
do not think we had but one during the whole Civil War, did we? 

Jeb Stuart was a lieutenant general, and old General Grant was 
lieutenant general. He did not get to be a full general until aft: 
the war was over, as I recall it now. 

Mrs. RosenneraG. Senator, I can do a job in this manpower fic! 
but the one thing I will never be is a lieutenant general. 

Senator Connauiy. I do not know. You have plenty of Wa 
and Waves. 

Mrs. RosenrerG. Not at my age, Senator. 

Senator Connauiy. I do not ever discuss a woman’s age with he: 

Now, I do think that the Army and the Navy, too, are extravagant 
They get their rake-offs, and every few years they have another bill 
to grant them some more allowances, and ration returns, and all tha 
sort of stuff. 1 think that the Army and the Navy are both extrav: 
gant, terribly extravagant, and I blame the Armed ppneeare Com- 
mittee somewhat for doing that, because they permitted i They 
have passed laws to do the things that I am talking about. 

Mrs. Rosenrerc. Senator, | think they revoked that law, if 
ever existed, of cars for brigadier generals, because I understand th: 
do not have that any more. And I may say to you very seriously 
the armed services in their budgets are under the strictest scrutiny 
I have ever seen, and I have seen the budgets of large corporations 
We have a comptroller who has to be there by law because I think 
otherwise he could not exist, and we have a Deputy Secretary w! 
really spends a great deal of time on that. And I think that they 
doing a creditable job. 

Senator CoNNALLY. I am not criticizing them as a whole. 
are you sure that brigadier generals do not get a car by law? 

Mrs. RosenserGc. When I came down here, I was sure of ev: 
thing. Now I always leave a reservation. But I am reasona)) 
sure that they do not have one. 

Senator Connauiy. Every time you have a committee mee ne up 
here, here comes a big Government car with a lot of lieutenants 
captains and others piled i in it. 

Mrs. RosenperG. That is a pool car, sir, that they use to come | 
here. 

The CHarrMan. Are there any other questions? 

Senator Byrp. I want to ask this, Mrs. Rosenberg. Now, as 
controls that you have established about the civilian personn 
would you explain those to the committee? Are they monthly 
controls? You have absolute power, together with Secretary McN: 
as I understand, to control the civilian employment in the armed 
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services; have you not? You can establish quotas and allotments 
and hold them within that. You need no further power from Congress 
they to do that. 
Sun Mrs. RosenBerc. No, sir. I have not found that 1 need any 
further power. 
th Senator Byrp. What I am trying to get at is this: I hope that 
L an you are not going to employ these 300,000 additional employees, 
h because when they once get on the rolls, they do not get off. 
lie Mrs. RosENBERG. Senator, I submitted here a rather lengthy 
era document of how they have to ask for every single person, whether 
d B 
nm th civilian or military, now. Up to now, if I may say, you had mostly 
is. | dollar controls on civilian personnel. You had so much money 
ef allot ated, and within that, they hired. 
was Now once those dollars are given, they cannot hire unless they meet 
alt: the requirements schedule first. Why do they need it? What do 
they need it for? And there are spot checks to see whether the people 
field are being used. 
Senator Kerr. You say now that you have imposed additional 
Wau restrictions over and above the dollar limitations? 
Mrs. Rosensera. That is right, sir. 
Senator Byrp. I offered an amendment, as you perhaps know, to 


h het make that possible. That was the recommendation of the Hoover 
LAN | Commission, was it not? 
er bill Mrs. Rosenserc. That is right, sir. 
1 that Senator Byrp. So you have the power, you and Secretary McNeil 
trav: have absolute power to fix the manpower employment of civilians in 
Com- the armed services; is that correct? 
They Mrs. RosensperG. I say we have, sir, because the Secretary of 
Defense has it. 
if it Senator Byrp. What I mean is that the armed services can within 
d they themselves clear this situation up if they choose to do it, and not 
iously employ more people than are necessary. 
rutiny Mrs. RosenserG. They can and they will, Senator. 
LLIOns Senator Byrp. How many new people are going on a day right now? 
think Mrs. Rosenpera. | could not give you the figure per day now. 
Vv who But they cannot put on anybody—— 
eV a Senator Byrp. | am not speaking about what they can do or cannot 


do. How many are going on? They are putting on a thousand 
every day now? 
Mrs. Rosensera. Senator, | can tell you that they are not putting 


wa 


every on Many now, because we have cut the ceiling of the Air Force, for 

onal) instance, on what they are allowed, so that they cannot hire anybody 
at the present. 

ing up Senator Byrp. The military has been putting on close to 1,000, 

its and | think, new ones every day. When they once get them on, they can- 
not get them off. You know that as well as I do. We ought not to 

yme up put them on if it can be avoided. 


You have here 300,000 others. That is over $1,000,000,000 a year 
that would be added to the payroll if they are put on. So 1 plead with 


, as to you not to put them on, because when they once get on, there does 
sonne not seem to be any way to get them off. 

ronthily Mrs. Rosrensere. They “will not be put on unless they can show us 
LeNeil, they need them. In the last budget, Senator, if I may say, a few 


armed 
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months ago, we cut ceilings and put in some controls, but we did no\ 
have the proper budgetary controls or the proper justification. 

Senator Byrn. But you have it now? 

Mrs. Rosenpera. Yes, sir. 

Senator Byrp. There is no alibi that anybody can advance? From 
Secretary Marshall up and down, you have the power to do it, and if 
you do not do it, the Congress should hold the armed services strictly 
accountable for it. We cannot go into these appropriations and figure 
out exactly how many men you need in each department. 

Mrs. RosenperG. We have the methods, sir. We do not have 
any more controls than we had before. We are putting in the methods 
to exercise those controls. 

I would like to say this to you, Senator, when you say that you can- 
not lay them off. I have permitted many civilian employe es, seasonal 
employees, to be hired, and they have a date of termination, and that 
day they go. 

Senator Byrp. The employment rolls, Mrs. Rosenberg, never show 
any reduction. They always show an increase. Probably some 
individuals have been laid off. But the total goes up and up and up. 

Mrs. RosenserG. Senator, the mission has gone up, in all fairness, 
and I am not justifying it, and I will give you my word that thes: 
300,000 will be employed only if they are absolutely needed. 

Senator Byrp. What about these 1,000 or more people that are 
engaged in public relations work? Why are they needed in the 
armed services? 

Mrs. Rosensera. Each of the services has some people in public 
relations work, and | think Mr. Fritchey, who has charge of public 
relations, can answer that better than I can. 

Senator Byrp. It is unified. You have unification here. All you 
have to do is hand out to the public what you want to hand out. |! 
seems to me that there is an opportunity for economy. 

Mrs. RosensBera. I| agree with you. 

Senator Byrp. You certainly do not need a thousand more people 
doing that kind of work. 

Mrs. Rosensera. | agree with you. 

Senator Byrp. You are asking for 1,000 more, I am told, next year. 

Mrs. Rosensera. They will not get it. That I can tell you. 

Senator Byrp. Now, I am continuing on this so that we will have 
a clear understanding. When are you going to start to put these 
controls on, or have you already started? 

Mrs. Rosenserc. We have already put them in, sir. The fiscal 
1952 requirements all have to come in under those controls. 

Senator Byrp. Doesn't that include, though, a 300,000 increase? 

Mrs. Rosensera. It certainly does. None of that 300,000 will be 
given unless they can justify every one of them. 

Senator Byrp. How far ahead have you placed a limitation on each 
individual agency? Do you do it by the month, or quarter, or how 
do you do it? 

Mrs. RosensereG. They have their ceilings frozen right now, Sena- 
tor, and if they want anybody, some of the services like the Navy 
try to plan 3 months ahead, and they will come up with their 3 
months’ requirements, and we will go over and give them part of it 
if we feel that it is an immediate necessity and scrutinize the rest, 01 
not give them any part of it now. 
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Senator Byrp. Mrs. Rosenberg, on the basis of 1,207,000, wasn’t 
the proposal on the basis of the same amount that you have now? 

Mrs. RosenBerG. Yes, sir. 

Senator Byrp. When was the proposal? 

Mrs. RosenBera. For some time, Senator, they have not been 
permitted to hire. 

Senator Byrp. They have a thousand new employees every day. 

Mrs. Rosenserc. A lot of these are in production, and we per- 
mitted it. Anda lot of those are temporary. The Army, for instance, 
got alot of temporary people who are to be laid off in the fall. 

Senator Byrp. Then they are frozen and they have to get a quarter- 
ly allotment, or a monthly allotment? 

Mrs. RosenserG. That is right. 

Senator Byrp. Is it monthly or quarterly? 

Mrs. RosensBere. I[t all depends on their program. They cannot 
hire until they come in with their requirements and we approve those 
requirements. 

Senator Byrp. How far in advance do you approve it? How do 
they get these 1,000 a day? 

Mrs. RosenBeraG. For fiscal 1952, we have not approved it. They 
are still in fiscal 1951, except for an allotment for the Navy for an 
immediate need that they have. 

Senator Byrp. When were they frozen? 

Mrs. RosenBerG. Senator, some of those ceilings were given way 
before we put in controls. They now have a ceiling on 1,207,000, and 
they are hiring within that ceiling. They cannot go above that. 
So they still have a leeway to hire in some of the services, but not all 
of them. 

Senator Byrp. That is what I am getting at. You have a 50,000 
or more leeway. 

Mrs. RosenBerG. They still have, sir. 

Senator Brrp. Then when they reach the 1,270,000, which means 
50,000 more from this date, then you fix another ce iling? Or what do 
you do then? 

Mrs. Rosmnserc. Then they come up with their requirements. 
Let us say that the Navy will say, ‘‘We need for the first 3 months of 
fiscal 1952, 50,000 men.”’ 

They have to give the place they need it, the job they need it for, 
and the workload they are to carry before we approve it, and they 
cannot hire until we approve it. 

Senator Byrp. Would it be possible for you to furnish the Armed 
Services Committee a statement the first of each month as to how many 
additional employees you have authorized for that month? 

Mrs. Rosenpera. Yes, sir. 

Senator Byrp. I think that the committee would be very much 
interested in that; and also information in regard to the uniformed 
personnel doing civilian work. 

Mrs. RosenperG. You see, some of these men, Senator, that 
they are hiring now are committed as far ahead as money is com- 
mitted. For instance, on the building of a carrier or the recommis- 
sioning of a ship, they have a schedule of men they must take on each 
month, and they are still hiring within those ceilings. 

Senator Byrp. But your rolls have shown an enormous increase 
as well. 
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| have no further questions. 

Senator MiLurKin. Mrs. Rosenberg, how much do you estima 
to be the actual expenditure for the cost of the military program 
fiscal 1952? 

Mrs. RosenserG. I would rather have Mr. McNeil answer 
expenditures, Senator, if you do not mind. 

Senator Byrp. He is here. He will follow Mrs. Rosenberg. 

If there are no further questions, thank you very much, M 
Rosenberg. 

Mrs. RosenserG. Thank you very much, Senator. 

The CuHarrMan. We thank you for your appearance. 

Mr. MeNeil, vou may be seated. 

You are the Assistant Secretary of Defense? 

Mr. McNet. Yes, sir. 

The Cuarrman. In charge of what? 

Mr. McNett. Money. 

The CHarrmMan. Very well, Mr. McNeil. We shall be glad to 
hear from you. Have you a prepared statement? 

Mr. McNet. I have a short prepared statement, probably of 
5 minutes duration. 

The CHarrMan. Yes, sir. You may proceed with your statement 


STATEMENT OF W. J. McNEIL, ASSISTANT SECRETARY OF DEFENSE 


Mr. McNet. The Department of Defense, during the fiscal year 
that closed last Saturday, spent from military appropriations, that is, 
withdrew funds from the Treasury, in the amount of $19,209,000,000 
The actual June 30 Treasury figure compares with the Department of 
Defense January estimate of expenditures of $19.0 to $19.4 billion 
Of this total approximately $9 billion was spend for hard goods and 
construction, with the balance going for military pay, food, clothing 
transportation, petroleum produc ts and other soft goods. 

Assuming a world situation which would pe rmit the continuance, 
for fiscal year 1952, of the currently approved 3.5-million-man force 
and a reasonably level price structuré, it is estimated that such a 
force, together with the procurement of military equipment and sup 
plies, will result in expenditures in fiscal year 1952, from militar) 
appropriations to the Department of Defense, of approximate!) 
$40 billion. 

Senator Miuurkin. That does not include the foreign aid? 

Mr. McNett. No, sir. I will touch on that later in the state- 
ment, sir. 

The rate of expenditure at the beginning of the current fiscal year 
is $2.4 billion per month, of which about $1.2 billion is for hard goods 
items and construction. I might add that this figure for hard goods 
items and construction compares with $400 million for such purposes 
in July, a year ago. 

The monthly expenditure rate is expected to rise throughout thie 
year as indicated by the chart submitted to the committee. In Jun 
1952—the end of the fiscal year whic h is just beginring—the month!) 
expenditure rate is estimated at $4.3 billion of which over $3.0 billio i 
is expected to go for hard goods items and public works construction 
This monthly rate of $4.3 billion would be equivalent to an annual 
rate of $52 billion. 

Under present schedules the last part of fiscal year 1952 and tli 
first part of fiscal year 1953 would represent generally the period 
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highest expenditures -aircraft produc ‘tion being the only major 
program in which a subsequent increased rate of deliveries is antici- 
pated. By that time we will have begun to achieve a matériel 
position, except for aircraft, which would permit lower rates of delivery 
for many items during the latter part of fiscal year 1953. Asa result, 
expe mditures from military appropriations for the fiscal year 1953 
may well be in the $48 to $50 billion range. 

Beyond 1953 it is probable that expe nditures could drop toward a 
$35 billion annual rate with actual expenditures during the fiscal year 
1954 being in the neighborhood of $40 billion. 

Senator Byrp. It includes all expenditures except for the atomic 
expenditures? 

Mr. McNait. And military assistance. 

Senator Byrp. Except for the atomic energy and foreign assistance? 

Mr. McNeiu. Yes, sir, the stockpiling of critical materials is also 
separate under the General Services Administration. 

Such estimates must assume, of course, continuation of the same 
factors into fiscal years 1953 and 1954 that earlier were stated as 
applying to the estimates for fiscal year 1952 

It should be emphasized that the figures which have, so far, been 
used apply to the military appropriations for the De partment of 
Defense. In addition to the expenditures from milit: i appropria- 
tions there was expended, by the Department of pa fense, for military 
assistance programs during fiscal year 1951 the sum of $900 million. 
Expenditures of approximately $4 billion are anticipated for military 
assistance during fiscal year 1952. : 

Of these total e xpenditures for military assistance, $600 million was 
spent for hard goods in fiscal year 1951 and it is estimated that $34 
billion will go for this purpose in fiscal year 1952. The difference 
between hard goods expenditures and the total for military assistance, 
in each of these two years, is primarily for packing, crating, and 
shipping charges on material and the costs of training personnel of 
Allied Nations in the maintenance and use of American equipment. 

The military budget, now before the Congress, provides funds for 
consumption of equipment and supplies at peacetime rates. It does 
not include the extra funds which would be needed to provide for 

sumption at combat rates in Korea during fiscal vear 1952. It 
will therefore, be necessary to divert equipme: st, sup phic s and other 
matériel provided for in the budget, now before the Congress, to the 
support of combat activities for whatever portion of the year hostilities 
may continue, and this would result in lower than required stock levels. 
Senator Min.ikin. May I ask, what is the war in Korea costing us? 
Mr. McNeiz. We have never computed a figure that I would want 
use, because specific ground rules have never been established. 
For example a number of B-26 light bombers were used in Korea. 
They would be replaced during the current modernization program 
because they were shobiadiculck. At what cost should they be charged, 
present depreciated value, original cost, or the cost new of the im- 
proved type which replaces it? 
_ Next, the fleet has used an additional amount of fuel. The Seventh 

‘et, however, would have been steaming, anyway. Should we 
charge the whole cost of the fuel that was used in Korea, or only the 
difference between what they would have used in normal peacetime 
training and what they have consumed in combat operation? It is 
the same with gasoline for aircraft of the Air Force and naval aviation. 
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Senator Minin. Those estimates work on several different 
contingencies. For one thing, you have to consider whether the 
material was bought new and where you used it. Then there is the 
assumption that the fleet would have been used anyhow in other ways. 
We would like it arranged so that we could use our own judgment. 

Mr. McNet. Sir, probably any figure might be supported—I do 
not mean to be facetious in this answer—from $2 billion to $10 billion. 
depending on whether the whole cost of the B-—26 aircraft, F—51’s. 
or the Navy FSF aircraft, which are going to be replaced in the 
modernization program, is charged. If you charge the whole cost, 
we will get a substantial total. If we consider that they had onl) 
limited value and that the fleet was going to steam in any case and 
that aircraft were going to fly a certain number of hours each month, 
the lower figure would be closer. 

Senator Mitu1Kkin. Does the lower figure include all manpower costs, 
and aid and assistance? 

Mr. McNett. No, sir. That is one point I would like to touch 
upon, also. One reason that it is difficult to arrive at a figure which 
might be considered as chargeable to Korea is the question whether 
the increase in personnel up toward the 3,500,000 force, should be 
charged to Korea? Should the four National Guard divisions which 
have been called to duty be charged to Korea, even though one is still 
at Camp Pickett, Va.? It is true that Korea gave the country an 
appreciation of the danger and resulted in some of the rapidity of the 
build-up. 

Senator Mriuikin. Let us make our own discounts. What is the 
cost of maintaining the servicemen in Korea? Then we can use. our 
judgment as to whether we might have had similar costs if you kept 
them in camp. What is the cost of the Korean operation, and let 
us make our own discounts. 

Mr. McNett. May I try to get that for you during the course of 
these hearings and furnish it to the committee? 

Senator MILLIKIN. I wish you would. 

Mr. McNett. I shall be glad to give you the best information 
that I can. 

(The following letter was subsequently supplied for the record:) 

ASSISTANT SECRETARY OF DEFENSE, 
Washington, D. C., July 28, 1951. 
Hon. Watter F. GEorce, 
United States Senate. 


My Dear Mr. CuarrMAN: During the hearings before the Senate Finance 
Committee on July 3 the question was raised as to the United States portion of 
the cost of the military operation of the United Nations in Korea. 

At that time it was stated that a reliable estimate of such cost was not availa! 
because of a number of factors—several of which were stated during the hear- 
ings—but that an effort was being made to arrive at some usable estimate at the 
earliest practical date. 

The question has been taken up with the Department of the Army, the Depart- 
ment of the Navy, and the Department of the Air Force and is under stud) 
Between the time of the hearings and the date scheduled for printing of the record 
of the hearings, however, no figure has been developed which would provide 4 
reliable approximation as to the United States portion of the cost of the militar) 
operation of the United Nations in Korea. 

Efforts in this direction will continue and your committee as well as ot! 
committees of the Congress which have raised the same question, will be fur- 
nished such information as we may be able to develop on a reliable basis. 

Sincerely, 
W. J. McNEIL. 
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Senator Tarr. Let me ask this another way. If the Korean War 
ends tomorrow, how much less is the Military Establishment going to 
cost us in the next 12 months than the estimates, whic -h must have 
been based on the continuation of the Korean War? 

Mr. MecNet. Senator, the 1952 budget that is before the Congress 
at this time does not include funds for consumption at combat rates 
because the matériel that would be consumed in Korea during the 
next 12 months, if the hostilities continue during that period, is largely 
on hand or on the way. Therefore, much of such matériel has been 
recorded as an expenditure. 

The result instead would be lesser stock levels. ~~ example, in 
105-millimeter ammunition, much of the ammunition of that caliber 
that will be used in Korea is on hand or en route, but stocks would be 
depleted and its use in Korea would be replaced by procurement, 
either in 1952 or in 1953. 

Senator Tarr. There still is a>difference somewhere. You put 
your lower estimate here on the other thing, of $2 billion. Would 
you say it is $2 billion less expensive, even though we go ahead and 
keep the same total of dollars and everything else, and go right ahead 
with every other plan? It would still be $2 or $3 billion less expensive 
if there is no war in Korea? 

Mr. McNetu. I would say that if the war continues in Korea, we 
would have to make provision for at least $2 to $3 billion additional 
over what we have requested in the 1952 budget. We specifically 
excluded combat rates from our budget request this year, because 
consumption could not be accurately forecasted, and we tried to make 
the 1952 request a living budget and not something that we based on 
conjecture. We thought that we could estimate with a high degree 
of accuracy consumption at peacetime rates, and knowing that little 
material we would order in 1952, in the way of hard goods, would get 
to Korea, it was decided to wait several months in order to make more 
realistic estimates of consumption. 

Senator Minuikrn. I think it would be interesting to have the 
figures on several different theories, because we want to avoid the 
absurdity that the Korean War is not costing us anything. 

Mr. McNew. It is, sir. It is costing us. The important effect, 
in hard goods items is that it decreases the military assets that we 
otherwise would have and need and which should be re placed. 

Senator MrLuikin. And it costs a lot of manpower, too? 

Mr. McNett. Yes, sir. But I do not know whether to attribute 
all or only a portion of the manpower increase to Korea. 

Senator MILLIKIN. Just tell us how it is working in Korea and 
what it costs. 

Mr. McNett. I shall be glad to provide any information we have 
that might be of value, sir. 

Senator Tarr. Probably the pensions and the insurance for the 
next 20 years from the casualties are a bigger item than all the current 
costs of the war, are they not, a the casualties? 

Mr. MecNeiu. That is right, 

The Cuarrman. Very well, s 

Mr. McNet. I was just in the middle of a paragraph, Senator 
Taft, on the effect of Korean consumption at the time an atte mpt was 
made to answer that question. Following is the paragraph included 
in the statement on that subject. 





REVENUE ACT OF 1951 


Actual expenditures for the replacement of such equipment, suppli: 
and matériel as may be consumed in combat would largely take plac 
in succeeding years, because the amount of the matériel we will actually 
use there is largely coming from stocks on hand. 

Therefore, the actual status of hostilities in Korea will have com- 
paratively little effect on the cash expenditure rate during fiscal 
year 1952. 

In summary, for the fiscal year 1952 expenditures by the Depart 
ment of Defense for its military functions and for military aid ar 
estimated to total approximately $44 billion. 

This morning I read the statement made by Mr. Staats, Assistant 
Director of the Bureau of the Budget, before this committee, and 
I noticed that he had provided you with a figure for the Department 
of Defense and military assistance in the amount of about $42 billion 
The difference, I think, is probably due to the different estimates of 
when certain matériels might be delivered during this coming yea: 

The result of our more optimistic delivery picture is that ow 
expenditure forecast for the coming year 1s about $2 billion higher 
for fiscal year 1952 and is a little less for fiscal year 1953 than the 
figure which he used. Over the 2-year period, both estimates ar 
substantially the same. 

Senator Miturkin. You have $4 billion for foreign aid? 

Mr. McNet. The actual appropriation for the military portion, 
sir, was $6 billion, but the actual withdrawals from the Treasury 
are expected to be $4 billion. The United States military portion i: 
$40 billion for the Department of Defense and $4 billion for military 
assistance, or a total of $44 billion. 

Senator Mintirkin. And with $20 billion additional for civilians 
that would be about $64 or $65 billion? 

Mr. McNeiz. The Department of Defense and military assistanc: 
run $44 billion, and using the figures for other departments as stated 
by Mr. Staats, the total would be about $70 billion, sir. 

Senator Muiiirkin. And does your military assistance includ 
general foreign aid? 

lr. McNemu. It does not include the economic portion of foreign 
aid; no, sir. 

Senator Byrp. Your peak year is 1953, fiscal year 1953? 

Mr. MeNet. Yes, sir. 

Senator Byrp. You figure that your military costs may run $50 
billion that year, exclusive of the atomic costs and the military a 
to Europe? 

Mr. McNetu. Yes, sir; $48 to $50 billion. 

Senator Byrp. Now, we got a combined figure for fiscal year 194 
of $85 billion. 

Senator Kerr. Between $80 and $90 billion. 

Senator Byrp. I think that that is a realistic situation, in that 
fiscal year 1953, starting on the basis of 1 year from now, we will b 
spending on the basis of $85 billion. 

Mr. MeNet. I do not know, Senator, that I am competent to 
speak as to the validity of the estimates of other agencies, but assun 
ing that they are as close to what will probably happen as the militar) 
estimates that were furnished you, I weuld say it runs into the eighty- 
odd billion dollar bracket. 
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Senator Byrp. Now, what about the military aid to Europe? 
That seems to be rather confused with the economic aid. Could you 
give a clear statement of that? 
~ Senator Connatiy. Let me interrupt right there. Is that not 
because of the fact that we are switching ECA over into the armed 
aid? 

Senator Byrp. That is what we want to know. We want to know 
what that switching is. There is so much switching around here that 
we do not know where we are going. 

Senator ConNALLY. You are cutting down on one and adding to 
the other. 

Senator Byrp. I want to know what it is, though. I want a clear 
statement of it. 

Senator Connaty. I do not object. 

Mr. McNett. The military assistance ag of the proposed 
legislative authorization that is before the Congress at the moment 
is $6,300,000, OOO. The bs ul ance, a little over $2. billion for economic 
assistance, is similar in se ope to the economic assistance program that 
was authorized last year. I do not believe I recall the amount for 
last year, but it was about $3,500,000,000, I believe, 

Senator Byrp. The military is six—what? 

Mr. McNet. $6,300,000,000. 

Senator Byrp. And economic is about $2 billion? 

Mr. McNeru. About $2,200,000,000. 

Senator Tarr. You say you are only going to spend $4 t bil lion of that 
$6,300,000,000? Is that what that $4 billion figure is? 

Mr. McNetu. Yes, sir. Much of that total, together with funds 
carried over, is for material having a rather long lead time for manu- 
facture and delivery. There are funds for tanks included in that total. 
Tanks ordered out of 1952 funds in August or September, will j 
begin to be delivered toward the end of this fiscal year, with many of 
the deliveries falling into 1953. 

Senator MILuikin. Is atomic energy excluded from your figure? 

Mr. MecNetu. Yes, sir. 

Senator MILLIKIN. Why do you exclude atomic ener gy? 

Mr. McNeiu. Atomic energy 1s a separate agency and | am speaking 
only to those matters actually handled by the Department of Defense 

Senator Tarr. Do you go along with th Staats’ estimate, or 
“ouestimate,” or whatever we might ¢ all it, that after you are over the 
hump in this cadipadaneds program, and assuming you still have a 
total of 3,500,000 men under arms, it will cost us $40 billion a vear for 
the ‘defense program? I think he included in that whatever foreign- 
aid funds might be left. I know it is going on still. 

Mr. MeNetu. $40 billion would be our present estimate of expendi- 
tures in 1954. Actually, we would expect it to be at a $35 billion rate 
at the end of that vear. 

Senator Tarr. You figure roughly on an over-all thing 
including these estimates of equipment, that it runs $10,000 ¢ 
That is the rule of thumb that you follow? 

Mr. McNer. $10,000 per man is the best rule of thumb 


could suggest, after such forces once were provided with modern 
equipment. 

Senator Tarr. My impression is that to get the $40 billion, he added 
the atomic energy and some foreign aid and other things, and then he 
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added $25 billion on top of that, which made it about $65 billion. H 
stated that indefinitely the total budget would be $65 billion as lon 
as we kept up this military program, as I remember it. 

Mr. McNem. I have his statement here, sir. I will see if I can fin: 
anything on that point. 

Senator Tarr. | think perhaps it was brought out on questioning ; 
little more than in his statement. 

Mr. McNett. That is close, I think, sir. 

Senator Mruurkin. What is your estimate for fiscal 1954? 

Mr. McNett. $40 billion, sir, based on the assumptions used in t} 
early part of my statement, for 1952. 

Senator Kerr. They estimate 1954 at the same figure. 

Senator Mruurkin. And that includes the same exclusions that w 
have been talking about? 

Mr. McNeiu. That is right, sir. 

Senator Byrp. Mr. Secretary, this military aid of $6 billion, 
any of that for military matériel that will be manufactured in thes 
countries, so far as you know? 

Mr. McNeru. That is being worked out now. There will be son 

Senator Byrp. Would that not take the place of economic aid 
It gives employment to the people of those countries. 

Mr. McNett. To the extent that that is done, it unquestionabl, 
provides dollars, employment, and so forth, and I am informed 
that such factors were taken into consideration in the reduction of 
economic assistance from the $2,890,000,000 down to the level of 
$2 200.000,000. 

Senator Byrp. Will you be able to furnish us a statement an) 
time soon as to how much of this $6,300,000,000 is to be spent out- 
side of this country? 

Mr. McNet. Yes, sir, I think I can provide a good estimat: 
during the course of these hearings. 

Senator Mitirkin. Have you a rough notion in your-mind at the 
present time? 

Mr. McNett. Subject to correction, sir, it is not more than $50! 
000,000. That runs through my mind as being the figure. But th 
Defense Production Board in London is working up that prograi 
now to see what might be manufactured in the other countries. 

Senator Byrp. In addition to this $6,300,000,000 are China 
Korea, Greece, and Turkey included.? 

Mr. McNeru. They are included in the $6,300,000,000, sir. 

Senator Byrrp. The $6,300,000,000. And it does not include t! 
Export-Import Bank, does it? 

Mr. McNetu. No, sir. 

Senator Minurkin. We should anticipate, should we not, a rela! 
itation item for Korea? 

Mr. McNetu. No doubt something will have to be done, and \ 
will present it later, sir. 

Senator Byrp. You have it in the budget, have you not, for Kor 

Mr. McNetu. I might speak to one other point. I am sorry 
I did not mention it before Senator Taft left. He mentioned du 
Mr. Wilson’s appearance before this committee that the House was 
making certain reductions in appropriations for public works 
believe that there must be a slight misunderstanding, because 
authorization bill is only now being heard by Chairman Vins 
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Armed Services Committee of the House of Representatives. They 
are making no substantial changes in items to be undertaken in 1952. 
The proposed report reduction from $6,700,000,000 requested to 
$4,600,000,000, which I noticed in the press, is a reduction in author- 
izations which were not to be financed in the regular 1952 budget 
with the idea that next spring we would present to his committee the 
additional authorizations upon which subsequent or 1953 appropria- 
tion requests for funds would be based. 

Senator MiuurKin. What allowance are you making for continuing 
inflation in your estimates? 

Mr. McNetu. None, sir. As a matter of fact on our food pur- 
chases, the 1952 budget is about 5 cents halos the current daily 
ration cost. 

Senator Byrp. Mr. Secretary, in the budget there is an item of 
$9,500,000,000, financial assistance, military and economic. Does 
that stand now, or has that been changed? 

Mr. McNet. The actual submission was for a total of $8.500.- 
000,000. 

Senator Byrp. That is at page 56 of your budget. 

Mr. McNeru. That, I think, sir, is the January budget estimate. 
The detailed estimates submitted were less than the amount forecast 
in January. 

Senator Byrp. Then you revised that? 

Mr. McNetm. Yes, sir. 

Senator Byrp. And reduced it by how much? 

Mr. McNetu. It is reduced to $8,500,000,000, of which $6,300,- 
000,000 is for military assistance. I know that the military assistance 
portion was reduced something over $400,000,000 below the January 
level. 

Senator Byrp. And what other sources does that include, outside 
of those two items? Does that include the military occupation of 
these countries, or is that in the military budget? 

Mr. McNerv. “Government Aid and Relief in Occupied Areas’”’ 
is practically out of the picture. Generally speaking, we will be on a 
limited pay-as-you-go basis by the end of this year, so that our military 
appropriation and expenditures costs do provide for practically all 
such expenditure except that which is covered in the economic aid 
program. 

Senator Brrp. Then this figure that you have given me would 
cover all the money that you expect to spend abroad in every cate- 
gory? 

Mr. McNeri. Depending upon the action of the Congress on the 
authorization and appropriation requests still to come i public 
works, it is included in the total of $60 billion, but still to be con- 
sidered by the Congress. There are certain expenditures ‘an for 
overseas construction. 

Senator Byrrp. Is that for our defense? 

Mr. McNem. Ours. Certainly the military effort would con- 
tribute to the mutual defense, but the construction for our forces, and 
not the forces of other countries. 

Senator Byrp. Does it include anything for the r 
Korea? 


Mr. McNetu. No, sir, 
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Senator Byrp. That includes Greece and Turkey and everything 
else except the Export-Import Bank? 

Mr. McNett. That is the only thing that I can think of that is not 
included, sir. 

Senator Byrp (presiding). Are there further questions? 

(No response.) 

Senator Byrp. Thank you very much, sir. 

John D. Small, Chairman of the Munitions Board. 

Have you a prepared statement, sir? 

Mr. Smauu. No; I have not. 

Senator Byrp. I understand that you are to discuss stockpiling 

Mr. Smatu. Very frankly, sir, no word came down to me exactl) 
what was wanted. That is why I did not prepare a statement. 
have a few comments here that I might start off with. 

Senator Byrp. Very well. 


STATEMFNT OF JOHN D. SMALL, CHAIRMAN, MUNITIONS BOARD, 
DEPARTMENT OF DEFENSE, ACCOMPANIED BY R. C, UNKRICH, 
CHIEF STATISTICIAN, MUNITIONS BOARD 


Mr. Smaty. Mr. MeNeil’s statement has been made in terms of 
expenditures which are of more direct concern to the committee 
than deliveries of end products. But, of course, the rate of military 
deliveries is one of the main factors underlying the expenditures to 
which he referred. 

Based on the latest reports from the military departments o1 
schedules of June 25, based on the fiscal 1952 budget request, we 
expect deliveries of hard goods and construction in fiscal 1952 of : 
little under $30 billion, including mutual assistance. Such deliveries 
are now at the approximate rate of $1,200,000,000 per month. This 
will increase to a rate of something over $3 billion monthly by th 
end of the fiscal year. 

I am still talking in terms of deliveries. 

Senator Miiurkrn. That is hard goods and construction? 

Mr. Smauu. Hard goods and construction. 

Senator Byrp. Give us a definition of hard goods. What does 
that include? 

Mr. Smauu. Hard goods includes aircraft, guided missiles, ships, 
tanks, automotive, weapons, ammunition, electronics, transportatio 
equipment, building supplies and equipment, and production equip- 
ment. It does not include subsistence, clothing, and equipage; it does 
not include fuel. 

Senator Kerr. Neither does it include transportation or gasol 
supplies, does it? 

Mr. Smauu. No, sir. It includes transportation equipment, but not 
transportation costs. 

Senator Minurkin. And not fuel? 

Mr. Smatyi. No; it does not include fuel. 

Senator Miturkin. That is referred to as soft goods? 

Mr. SmMauu. Those things that I mentioned last are referred to as 
soft or ods. 

The delivery of hard goods and construction, such deliveries a1 
now at the approximate rate of $1,200,000,000 a month. They wil 
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increase to the rate of something over $3 m onthly by the end of 
the fiscal vear. That is the end of fiscal year 1952 

And as J said before, these delivery schedules inc a mutual defense 
assistance goods. 

The hard-goods deliveries expected in fiscal 1952 include about, 
one-fourth aircraft, one-fourth tank and automotive equipment, 
about one-eighth ammunition, about one-eighth electronics, and 
the rest is an assortment of ships, weapons, missiles, and so fort! 

The peak of deliveries will not occur until fiscal 1953. That is in 
the late calendar 1952 and early calendar 1953. As Mr. McNeil 
pointed out, m connection with expenditures, the aircraft program 
will then still be on the incre ase, although some of the shor ‘te r-lead-time 
programs will pass their peaks earlier. Possibly “crest”? is a better 
word than “peak,” because we are doing our utmost to minimize the 
extent of peaking, and make it a rounded curve until we get over this 
hump. 

During this period of tension that we are in now, and which may 
continue, the longer we can keep on the upgrade, a rising of th 
deliveries, even moderately, the better position we shall be in to 
increase production rapidly in the event that they hit us and we have to 

ro all out; in other words, the faster we can take off from an industrial 
production standpoint in the event of all-out mobilization. 

Those are just a few thoughts on the delivery picture. I did not 
know exactly what the committee wanted, but I have the production 
picture fi \irly well in mind, and I shall be glad to answer a ti 

Senator Byrp. H: ave you projected it beyond fiscal 1{ 

Mr. SMaAuu. Yes, sir; we have. We have projected | 
1952, but not in terms of fiscal 1953 money, the budget f 
of the things that I think must be kept always in mind is that 


on the long-lead-time items, deliveries are being made on mat 
authorized a year or 2 years before. For exain ple, in fiscal 1952 
anticipate some $2,500,000,000 of deliveries pit ing out of the fise: 
1950 appropriations. We expect some $17 billion of deliveries durin 
fiscal 1952 to come out of appropriations made in 1951, and out 
fiscal 1951 funds in fiscal 1953 we expect deliveries of some $15 lion, 
That is the result of delivery lead time as vou go into the thing 

We do have a chart on this, which is classified, but I can show it to 
the committee. I would rather not have it in the open record. 

Senator Byrp. Are there any questions? 

Senator Miiuikin. | do not know how much further I can go with 
this questioning. You stop me if I go too far, of course. 

What is your stockpile projection? 

Mr. Smatu. The stockpile, Senator, as you know, is the national 
stockpile. It is not a military stockpile. A great many items on the 
stockpile list are items which the military directly have very minor 
interest in. Indirectly we have a very great interest. 

The progress on the stockpile has been one that is heartening during 
this past year. We have had money with which to buy and with which 
to make contracts and to open up new sources, to create new sources 
if you like, of these things that we were in such bad 

Senator MILurkin. | am not thinking primaril 
progress. 
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I do not know whether I should ask you this question or not. But 
so far as the needed military items of the stockpile are concerned, 
have we met our goals up to the present? 

Mr. SMALu. You put me on a spot. 

Senator Miiuikin. I do not want you to answer it if you feel that 
you should not. 

Mr. Smauu. I can answer it in this way. As the spokesman of the 
stockpile, if you want to put it that way, the stockpile to me is as 
great an element in the national security as planes and tanks in terms 
of an all-out war. Therefore, we should have had the stockpile all 
in months ago. We have not. We are not anywhere near it. We 
are, I would say looking at the chart, up possibly to 35 percent of 
the total stockpile. 

Senator Minurkin. Would you say you expect substantial in- 
creases in expenditures for stockpile purposes in fiscal 1952 as 
compared to 1951? 

Mr. Smauu. Yes, sir; verv substantial. 

Senator Mriurkin. Are those increases in the estimates that we 
have heard from various Government officials? 

Mr. Smauu. No, sir. It is a different appropriation entirely. 

Senator Mixiurkin. It would not be reflected in the military? 

Mr. SMauu. Not in the military, sir. 

Senator Miturkin. Would they be reflected in the estimates made 
by the budget? 

Mr. Smauu. They were in Mr. Staats’ testimony last Friday before 
this committee. 

Mr. Unxricnu. The expenditure projections for the stockpile are 
included in a table submitted by Mr. Staats last Friday. 

Senator Miiurkin. Do they include the fiscal year 1953, also? 

Mr. Unxricu. I do not know, sir. 

Mr. Smauu. I have not seen Mr. Staats’ testimony; so I do not 
know. 

Senator Mruuikin. Would you say the fiscal year 1953 involved 
more stockpile expenditures than fiscal year 1952? 

Mr. Smauu. No; less. Considerably less, if all goes well in 1952 

Senator Mruurkrn. May I ask whether you will meet your antici- 
pated proper levels in fiscal year 1952? 

Mr. Smauu. [am afriad that we will not reach all objectives, because 
of the growing scarcity all over the world of some of these things. Ii 
we put it away and took it and sterilized it in the stockpile, we would 
be causing undue harm elsewhere in the world’s economy and in our 
own economy. 

Senator MILuikrn. I want to make sure that your increased expend- 
itures contemplated for 1952 for stockpiling purposes have been 
included in the budget estimates. 

Mr. Smatu. It has been included in the budget estimates. 

Senator Mituikin. There are no if’s, but’s, or maybe’s about that? 

Mr. Smatu. There is no question about that. It is in the budget 
estimates. 

Senator Byrp. Are the deliveries, when you have to pay for it, 
and the budget estimates correct? 

Mr. Smauu. We base these figures on the contracts that are 
being, which have the contracts, and on estimated future contract 
on the best information available to us. 
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Senator Byrp. I say, have you gone over the budget estimates of 
expenditures? Do you think that the deliveries of these materials are 
in harmony with the budget estimates that have been presented? 

Mr. Sma... I think that the expenditures that are in the budget— 
we are going to do our best to approximate spending that much money 
and getting that much delivery. 

Senator Byrp. Do you think those estimates are correct, then? 

Mr. Smauu. I think so, but there are things beyond my control or 
anybody else’s control which may make that impossible. 

Senator Miuyrkin. May I ask, do you have any say in the policy 
that governs your actions, or are you handed the policy and then you 
proceed to carry it out, so far as your job is concerned? 

Mr. SMALL. We make policy on stockpile enjentayes, The stock- 
pile figure is the difference between estimated supply and estimated 
demand during the period of all-out war. Those | heasai are accu- 
mulated by all of the interested agencies of Government. They are 
not unilateral. They are a combination of everybodies best informa- 
tion, including commodity committess from industry, who give us 
their advice. They come up with a figure which is the deficit, the 
difference between the two—estimated demand and probable supply. 
That deficit is the stockpile objective, subjected to certain judgment 
factors in that, how many ships might be lost, what nations might 
be overrun, and various things. 

Senator MiLuikin. But you do not decide out of your own authority 
how much copper, for example, should be stockpiled? 

Mr. SMALL. Yes. sir; we do. This Interagency Stockpile Com- 
mittee is again supported by these commodity committees, such as 


the Copper Committee, and they come up with their best judgment as 
to what the stockpile objective figure should be their recommenda- 
tion 

Senator Miuurkin. Do they meet as both a military and civilian 
committee? 

Mr. SMALL. Oh, yes; it is heavily weighted on the civilian side. 
That recommendation of the Interagency Stockpile Committee is 
submitted to the Munitions Board and to the Secretary of the Interior, 
and the two of us together, the two groups together, decide that we 
will accept, or reject, or return for review, the recommendation sub- 
mitted by the committee. That is the objective. That is the total 
objective. We, then, knowing the world situation on supply and de- 
mand and the availability of these materials, give General Services 
Administration a short-term requirement, or purchase objective, if 
you want to put it that way, and they proceed to go out and try to 
buy it, with due regard to price and to the other factors in the economy. 

We can be overruled and frequently are overruled in that short-term 
purchase objective by the civilian agencies, by Mr. Wilson’s organiza- 
tion, again utilizing an interagency committee, and they may say that 
the harm to our country of taking too much cobalt, or too much of 
one of these things or another during the coming quarter would be too 
great, and we have to come down a little. We sit in on these delibera- 
tions and agree or disagree, also pointing out that the stockpile is for 
national security, and we ought to get it in as fast as we can, but not 
at the expense of unduly jeopardizing our own economy. 

Senator Miiurkin. Are you at liberty to say what are the commodi- 
ties as to which you pay more for securing them abroad than you do 
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for securing a similar product here at home? I believe we have had 
testimony that copper is an example. 

Mr. Smauu. Yes. Copper is an example. Most of these short 
items come from abroad, and we have very little of them here at home. 
But take the alloying materials, for example 

Senator Miiurkin. Tungsten, for example? 

Mr. Smauu. Tungsten, for example. The bulk of that commodity 
used to come from China and Korea. 

Copper is a good example, where the world price is higher than our 
price ceiling here, because they are not under price ceilings abroad. 
So many of these critical materials do come from abroad. Their prices 
are higher than the limited production that we have of them here. 

Senator Mitirkin. Would it not stimulate our domestic production 
if we offered the world price at home? 

Mr. Satu. It is a question of judgment in each individual case. | 

think you have to take it on a case-by-case basis. In the case of tung- 
sten, the Defense Minerals Administration are told by industry, by 
the mining industry, that the price which is set here is adequate to 
bring out substantially all of the tungsten that would be brought out 
Raising the price would not bring out significantly more tungsten. 
As it is, it is quite a windfall for certain of the large producers, but it 
is enough to bring in most of the small ones which we need 
Senator Miturkrn. | believe there is some question about that. 
Mr. Smauu. There is question about that; ves, sir. It is a question 
yudgment. 
Senator Mriurkin. I come from a tungsten-producing State, and am 
quite familiar with the tungsten-producing county of that State. | 
think that your statement would be seriously challenged in that 
county. 

Mr. Smatu. As I say, it is a question of judgment, and I am not 
an expert on it. We are not the experts. We turn to the Defense 
Minerals and to industry for advice. 

Senator Muiiurkrnx. I appreciate that. Now, I go back to my ‘ 
original question, where copper was an example. If the price is 
higher abroad than at home, and you have to get the stuff, do you not ; 
think that we would encourare the production of copper at home if wi 
paid the world price here? Would not part of vour answer be that 
we would be paving excessive prices to a part of the copper industry 
if we did that? 

Mr. Smarty. That is my belief, that we would be. 

Senator Miniurkrn. Could you not work out a middle ground, and 
give the world price to encourage exploration and development to the 
high-cost producers? 

Mr. Smautu. That would be something like the premium-price plan 
that we had in the last war. 

Senator MiLirKk1n. Something like that. 

Mr. Smauu. Such a mechanism, I think, has considerably more 
advantages than an across-the-board approach that you mentioned 
before. 

Senator Miiirkin. What are you doing along that line? Are there 
any plans in the making? 

Mr. Sma. There is a great deal of work being done on exploration 
at the present ceiling, which is not frugal, let me say. It is not as 
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high as the world price, but it is still a pretty good figure. And the 
copper situation—— 

Senator Miturk1n. There is a lot of planning being done, but so 
far as contracts and money filtering down to small producers, the 
result, I am sorry to say, up to the present time, is practically nil. 
[ am always told that it will start to go within the next 10 days. 
But they started telling me that 6 months ago. And within the last 
10 days, they told me it would go within another 10 days, but it does 
not seem to get going. Iam not blaming you for that. 

Mr. Smauu. Yes; that is not in my field of activity. 

Senator Mrinurk1In. If things are happening, they may be happening 
in some thinking process, or they may be happening on some blue- 
print, but they are not happening in the field. 

We will pass that. 

Senator Byrp. Have you any further questions? 

Senator Mriiikin. No. 

Senator Byrp. Thank you very much. 

Senator Miniikiy. I would like to ask this one general question. 

Have you heard the testimony that has been going on here, or have 
you read it? 

Mr. Smauu. This morning? 

Senator Minirkin. This morning. 

Mr. Smauu. I have heard all the testimony this morning. 

Senator Miiturkin. And have you heard any estimates of expendi- 
tures that conflict with your own thoughts on the subject? 

Mr. SMALL. No, sir. These figures, so far as | know, were not 
correlated ahead of tire, but they are close to the figures that we 
have in our estrrates. There is the general knowledge through Gov- 
ernment, in Mr. Wilson’s shop and our shop, as to our end of it. 
Of course, all we have is the » ilitary and the NDAP end of it. I think 
that the figures are good to give you the broad picture of what can 
be anticipated, 

As Mr. Wilson said, in this long trial of endurance which may be 
ahead of us and which may last for many years, the military share 
will be handleable by our country without wrecking the economy of 
our country. In 1954 and 1955, particularly, it will be doable 

One thing that I would like to reemphasize is that it would be just 
inconceivable to me if we should permit ourselves to be led down the 
alley of the Russian scheme, that here we are on the way up to strength, 
and it would be tragic to be led down the alley of stopping before 
we gain this minimum strength or of maintaining this minin um 
strength. 

Senator Mitirkin. A lot of that, Mr. Chairman, is going to depend 
on the official interpretations of the best possible outcome of Korea, 
Now, if that is going to be represented officially as a great victory that 
will make anyone the great peacemaker, you will find yourself  be- 
ing led into that very trap vou were talking about. 

Mr. Smauu. I am afraid we could. 

I think you are probably familiar with the creed of these people, 
and I will try to quote it from memory. Stalin said: 

“We have a higher morality than the bourgeois (or the capitalistic 
nations). Our morality does not spring from the revelations of a 
nonexistent god. Anything that helps the revolution is good; any- 
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thing that hinders the revolution is wrong.” ‘‘Anything that helps 
the revolution’’—translating it literally, lies, deceit, treachery, all of 
these things are good. Anything that we believe in, morals and ethics, 
is wrong if it hurts the revolution. 

Now, that is their creed. They believe in it fanatically, and they 
have told us over and over again that communism is going to dominate 
the world. How can we believe much that they say to us when they 
talk of peace? 

Senator Byrp. The committee will stand adjourned until Thursday 
morning at 10 o’clock. 

Mr. SmMauu. Thank you. 

(The following chart has been excerpted from the study by the 
Treasury on the Federal Income Tax Treatment of Capital Gains and 
Losses, which is being printed as a separate committee document. 
See p. 119 of this volume of hearings for further reference to this 
study.) 
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Estimated revenue yield from capital gains and income tazation, 1926-51 


[Dollar amounts in millions] 























Individuals | Corporations Individuals and corporations 
' 
| } 
| Estimated tax on | Total Estimated tax on | Estimated tax on 
| capital gains and | oor ‘ea. | capital gains and Total capital gains and 
Year of Total in- | losses ere losses income losses 
liability | dividual | | on and 
iaDuity dividaua a an 
j oe “a --_—- —|come and —— a a 
taxes | | Percent | °&** fits Percent | profits Percent 
jAmount?) of total | et }Amount?) of total taxes! |Amount?) of total 
| | tax | , | tax tax 
ee a ee ae ae ee ae ~~ 
1906. .....< $732 $225 | 30.7 | | 
1927... 831 297 | 35.7 
1928.... 1, 164 | 576 | 49.5 | 
1929... 1, 002 | 421 | 42.0 
1930___. 477| -15| -3.1 $5) 0.7 $1, 189 —$20 =e 
BRE cece 246 —89 | —36.2} 77 —19.3 645 —166 —25.7 
1932... 7) eh ~~ 9 —93 | 32.5 616 —173 | 
1933 374 16 | 4.3 | —87 | —20.6 797 att 8.9 
1934. 51] 17 | 3.4 | 2 1, 107 19 7 
1935.. | 657 72 | 11.0 | | 31 4.2 1,392 103 7.4 
1936 ; 214] 171 14.1 67 5.6 2, 405 238 9.9 
1937 1, 142 | 41 | 3.6 | 25 2.0 2,418 66 2.7 
1938. ste 766 | 12 1.6 | | 22 2.6 1, 626 35 2 
1939. | 929 | 4 .4| 25 2.0 29 1.3 
1940 ek. Se —7 | —.5| |} —49 —1.9 — —1.4 
Pecan | 3, 908 —86 | —2.2 | } —164 —2 } —250 —2.3 
1942 8, 927 68 | 8 | 12 110 5 
1943 | 314, 50 | 266 1.8 | 69 { 335 1.1 
1944 16, 347 | 354 | 2 | 100 | 7 454 1.5 
1945__._- | 17, 226 | 721 | 4.2 | 214 2.0 935 3.3 
1946__. 16, 281 893 | 5 | 970 | 5 0 1, 163 4.6 
1947_- | 18, 249 | 644 | 3.5 | 210 1.9 854 2.9 
1948 | 415,618 | 528 | 3.4 | 190 1.6 718 2.6 
1949 | $15,430] 475 | 1 | 190 | 1.9 665 2.6 
1950 518, 700 | 780 4 | 17, 000 | 270 1. ¢ 700 1, 050 2.9 
506i........- | 524, 100 | 890 | 3.7 | 22, 600 | 330 | l 46,700 | 1,220 2.6 
! 


1 As reported in Statistics of Income. 

2 The estimated tax on capital gains and losses is not intended to show the difference in tax revenue result- 
ing from taxing capital gains and losses as compared with not levying such a tax in the specified year. 
The estimated tax on capital gains and losses for each of the specified years is the difference between (1) 
the total individual and corporation income taxes reported in Statistics of Income and (2) the total of 
such taxes which would have been realized if capital gains and losses had been entirely excluded from the 
tax computation. 

3 Excludes additions to liability under the Current Tax Payment Act of 1943 amounting to $2,555,894,000, 

4 Preliminary. 

5 Estimated. 


Note.—It should be borne in mind, when interpreting this table, that the estimates of revenue yield 
from capital gains taxation of individuals during the period 1926-34 are not strictly comparable with those 
for 1935 and later years. In preparation of the estimates for the earlier period, no account was taken of 
deficit returns, averages of capital gains by income size classes were used to approximate the effective rates 
at which gains were presumed to have been taxed. For the period since 1935 deficit returns have been 
included and better account has been taken of the dispersion of capital gains and losses within income size 
classes. Therefore, it is believed that the estimates since 1935 are much more nearly accurate than those 
for the preceding period. Lack of proper information makes it inadvisable to attempt to put the estimates 
before 1935 on the same basis as those subsequent. In general, the effect of including deficit returns is con- 
sistently to diminish gains and increase losses. The 1926-34 estimates of capital gains tax revenue from 
individuals are therefore overstated in comparison with later years. 


Source: Office of the Technical Staff, Treasury Department, July 1951. 


(Whereupon, at 1:30 p. m., the committee adjourned to reconvene 
on Thursday, July 5, 1951, at 10 a. m.) 
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